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TUESDAY, JULY 26, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANs, 
Washington, D. 

The committee met, pursuant to call, at 10 a. m., in the committee 
room of the House Committee on Ways and Means, Hon. Jere 
Cooper (chairman) presiding. 

The CHairman. The committee will be in order. 

This morning the Committee on Ways and Means will conduct a 2- 
hour hearing on H. R. 5367. This legislation was introduced by our 
distinguished colleague, the Honorable Herman P. Eberharter, and 
has as its purpose the amendment of the Internal Revenue Code to 
provide that the excise tax on distilled spirits will be payable at the 
time of withdrawal from bonded warehouse. 

The committee has been compelled to limit this hearing to a total 
of 2 hours’ duration. Therefore, according to the decision of the com- 
mittee, we will permit the proponents of the legislation to proceed for 
Ll hour. At 11 o’clock we will begin the call of the opponents listed 
on the calendar. I regret that this must be an inflexible rule, but the 
heavy agenda of the committee will permit us no other alternative. 
Witnesses desiring to do so may supplement their oral testimony by 
submitting material for the record. 

A transcript of today’s proceedings will be available tomorrow 
morning for witnesses to correct their testimony. Persons may have 
until Friday, July 29, to submit material for the record. 

At this point the Chair includes a report from the Treasury Depart- 
ment on the pending bill and also includes at this point in the record 
2 copy of the bill, H. R. 5367. 

(H. R. 5367 is as follows :) 


[H. R. 5367, 84th Cong., 1st sess. ] 


A BILL To amend the Internal Revenue Code of 1954 so as to authorize the determination 
of tax on distilled spirits when they are withdrawn from internal revenue bonded ware 
house without regard to the date of original entry for deposit 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 5006 (a) (2) of the Internal 

Revenue Code of 1954 (relating to requirements for determination of tax on dis- 

tilled spirits) is hereby amended by adding at the end thereof the following new 

sentence: “The requirement in the preceding sentence that the tax be determined 
within 8 years from the date of original entry for deposit shall apply with respect 
to any distilled spirits only if the bond covering the spirits is conditioned on the 

withdrawal of the spirits from the internal revenue bonded warehouse within 8 

years from the date of original entry for deposit.” 

Sec. 2. Section 5232 (a) of the Internal Revenue Code of 1954 (relating to 
bond requirements) is hereby amended by striking out the second sentence and 
inserting in lieu thereof the following: “Such bonds shall be conditioned (1) on 
payment of the tax on the spirits as determined on withdrawal from the internal 
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revenue bonded warehouse, and (2) on compliance with all provisions of law 
and regulations relating to the business of warehousing distilled spirits. Such 
a bond also may (in the discretion of the person or persons furnishing such bond) 
be conditioned on the withdrawal of the spirits from the internal revenue bonded 
warehouse within eight years from the date of original entry for deposit.” 

Sec. 3. (a) The last sentence of section 5243 (b) of the Internal Revenue Code 
of 1954 (relating to bottling requirements of certain distilled spirits known 
commercially as gin) is hereby amended to read as follows: “Distilled spirits, 
known commercially as gin, of not less than 80 percent proof may at any time 
after entry in bond be bottled in bond for export without the payment of tax, 
under such regulations as the Secretary or his delegate may prescribe.” 

(b) Section 5005 (d) (1) of the Internal Revenue Code of 1954 (relating to 
persons liable for tax) is hereby amended to read as follows: 

“(1) For provisions relating to bonds covering distilled spirits in 
internal revenue bonded warehouses and in transit to and between 
such warehouses, see section 5232 (a).” 

(ec) Section 5242 (b) (5) of the Internal Revenue Code of 1954 (relating to 
deposit of spirits in warehouses) is hereby amended to read as follows: 

“(5) For provisions requiring in certain cases that distilled 
spirits entered for deposit in internal revenue bonded warehouses 
be withdrawn within 8 years from date of entry for deposit, see 
section 5006 (a).” 

SEc. 4. (a) The amendments made by this Act shall apply with respect to— 

(1) distilled spirits which on the date of the enactment of this Act are 
in internal revenue bonded warehouses or are in transit to or between such 
warehouses, and 

(2) distilled spirits which after the date of the enactment of this Act are 
entered for deposit in an internal revenue bonded warehouse. 

(b) If the 8 years from the date of original entry of any distilled spirits for 
deposit in internal revenue warehouse expires at any time during the 10-day 
period which begins on the date of the enactment of this Act, the amendments 
made by this Act shall apply with respect to such spirits if (and only if) before 
the close of such 10-day period there is filed with the Secretary or his delegate 
either— 

(1) a consent of surety which eliminates (for periods on and after the 
date of the enactment of this Act) from the bond covering such spirits the 
condition based on the withdrawal of spirits from the internal revenue bonded 
warehouse within 8 years from the date of original entry for deposit, or 

(2) a bond which applies to periods on and after the date of the enact- 
ment of this Act and which satisfies the requirements of the Internal Revenue 
Code of 1954, as amended by this Act, but does not contain any condition 
based on the withdrawal of spirits from the internal revenue bonded ware- 
house within 8 years from the date of original entry for deposit. 


(The Treasury Department report is as follows :) 


Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington 25, D. C. 


My Dear Mr. CHarRMAN: This is in response to your request for the views 
of this Department on H. R. 5376 entitled, “A bill to amend the Internal Revenue 
Code of 1954 so as to authorize the determination of tax on distilled spirits 
when they are withdrawn from internal revenue bonded warehouse without 
regard to the date of original entry for deposit.” 

Section 5006 (a) (2) of the Internal Revenue Code of 1954 provides that the 
tax on distilled spirits placed in internal revenue bonded warehouses be deter- 
mined at the time the spirits are withdrawn from the warehouse, but not later 
than 8 years from the date of original entry. However, spirits entered into 
bonded warehouses need not always be taxpaid. The owner may avoid 
tax by: (1) destroying them: (2) exporting them; (3) transferring them to cus- 
toms bond for export; or (4) redistilling them. If the spirits are redistilled, 
they may be rewarehoused for another 8-year tax-free period. 

H. R.5367 would amend the present tax-free bonding requirement to permit 
spirits to be kept in internal revenue bonded warehouses for any length of time 
without payment of tax. The unlimited tax-free bonding period would apply 
to spirits in warehouses on the date of enactment, as well as to all spirits 
entered after the date of enactment. 
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The bill is one of a number which have been introduced in the last several 
years to change the 8-year bonding period. This, with certain exceptions 
attributable to the prohibition era, has been in effect since the effective date of 
the act of August 27, 1894 (28 Stat. 509). In 1952, your committee reported 
favorably on H. R. 7651 (H. Rept. 2478, 82d Cong., 2d sess.), which would 
have extended the bonding period to 12 years for spirits then in bond. In 1953, 
your committee reported favorably on H. R. 5407 (H. Rept. 515, 838d Cong., Ist 
sess.), which would have provided the same limited bonding extension as H. R. 
7651 but also would have prohibited any claim of age in excess of 8 years. 
Neither of these bills received final action by the Congress. 

This bill is primarily intended to meet the inventory problem of the whisky 
industry. For this reason, this report generally will refer to whisky in citing 
problems under the present bonding law. 

With the prohibition of practically all distilled spirits production during most 
of World War II warehouse stocks of whisky were depleted. The industry’s 
attempt to build up stocks after the war resulted in a concentration of produc- 
tion in a few years. The Korean hostilities also resulted in a spurt in produc- 
tion as insurance against a possible restriction of output which never material- 
ized. These changes are shown in table 1. Particularly notable is the produc- 
tion of 168 million gallons of whisky in the fiscal year 1947 and 206 million 
gallons in fiscal 1951. Although production has since dropped to about half 
the fiscal 1951 level, stocks of whisky in warehouses at the end of May 1955 
were about 716 million gallons, or only about 50 million gallons less than the 
peak of 768 million gallons warehoused at the end of fiscal year 1952. The 
latest inventory is about a 6-year supply at current levels of consumption. 

In recent years, the large overall supply of whisky has resulted in the sale of 
a greater proportion of whisky as straight rather than blended whisky, and an 
increase in the average age of the whisky sold. These changes enabled many 
firms in the industry to dispose in a normal manner of most of the large output 
of the fiscal years 1946 and 1957. However, certain firms had stocks in excess of 
their normal marketing requirements which they had to dispose of in a costly 
manner. A limited amount was exported. Some was taxpaid and retained by 
the producer to be sold in the future and the financial burden resulting from 
this latter action was, of course, heavy. In other cases, where resources did not 
permit carrying a large taxpaid inventory 8-year old whisky was sold for low 
prices. 

The stock of whisky in warehouses on December 31, 1954, which must be 
taxpaid, or handled so as to avoid tax, before the end of the fiscal year 1956 
(fiscal 1947 and 1948 production as shown in table 2) was relatively small. This 
is partly because the fiscal year 1948 production was considerably lower than 
that for fiscal 1946 and 1947. Furthermore, the fact that present inventories 
represent about a 6-year supply is considered by some to indicate that overall 
inventories are not excessive. 

However, the inventory is not distributed equally between different ages, as 
may be seen from the fact that 195 million orginal entry gallons of fiscal year 
1951 output were in warehouses on December 31, 1954, but not more than 102 
million gallons of the production of any other year (table 2). Also the inven- 
tories of different companies are not equally well related to their sales potential. 
Thus, some companies have excess 8-year old stocks now and many more may in 
the future if they cannot increase their sales. 

The difficult experience of some companies during the last several years in 
disposing of whisky which reached the 8-year age limit, and the current and 
potential burden on other companies from the same problem is the major explana- 
tion for continued interest in relaxation or repeal of the ponding period limitation. 

Proposals for extension or elimination of the bonding period have brought forth 
a number of arguments for and against a change. Those in favor of such pro- 
posals argue that it is undesirable for a tax law to control the marketing prac- 
tices of an industry. It is pointed out that no other industry subject to excise 
tax has to adjust its sales so as to pay a tax due at a given time. They also 
argue that the 8-year tax-free bonding period has the practical effect of prevent- 
ing American whisky from being aged for more than 8 years. Because of the 
liberal bonding practices of foreign countries, foreign whisky more than 8 years 
old is sold in this country without competition from a comparable domestic 
product. 

The third and most important point made by those in favor of extension of 
the bonding period is, of course, the need for correcting the current and future 
inventory problem. As the normal production cycle of the industry was dis- 
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rupted by World War II controls and by the possible imposition of controls dur- 
ing the Korean hostilities, it is requested that at least a temporary extension 
of the bonding period be granted in recognition of the unusual factors which led 
to the present inventory situation. In amplification of their position, attention 
is drawn to the hardship caused when stocks reaching the S-year limit+¢are 
excessive. Destruction or redistillation of the whisky involves a loss of the 
value of the aging process. Exportation is usually not a practical answer, as 
stock already forced out and removed for export is more than sufficient to meet 
any foreseeable foreign demand. Paying the tax on the whisky and disposing of 
it in an orderly fashion over a period of years generally has proven impractical 
because of the financial burden involved. 

Those in favor of maintaining the present system believe that the present 
rule, which has been in effect for over 50 years, should not be changed after 
producers have gone into business with full knowledge of the bonding limita- 
tion. Some are worried that extending the bonding period would enable those 
who now hold large stocks of older whiskies to be the first to place on the 
market 9 or 10-year goods, thus gaining a competitive advantage. A number of 
smaller producers are of the opinion that extension or elimination of the 
bonding period would require them to meet the competition of domestic whiskies 
over 8 years of age. The additional capital to inventory whisky for a longer 
period, and the evaporating losses associated therewith, are considered by these 
producers as an undue financial burden. 

Aside from the possible effects of extending or not extending the bonding 
period on the various members of the industry, H. R. 5367 has certain ad- 
ministrative and revenue effects. 

The Department does not believe that extension of the bonding period would 
appreciably increase the cost of supervising warehouse operations. 

It is difficult to estimate whether such extension would have substantial reve- 
nue consequences. Examination of existing stocks and past withdrawals by 
age group suggests that in calendar year 1956 there will be about 20 million 
gallons of &-year old whisky in excess of normal needs which would be forced 
out under the present law. With the $10.50 tax rate, it might be assumed that 
the tax receipts would be more than $200 million higher than if there were no 
bonding period. However, such additional supplies could be sold only by dis- 
tress sales or more intensive sales promotion which would have an unfavorable 
reaction on income-tax receipts. Furthermore, as indicated previously, pro- 
ducers can avoid payment of excise tax on excess inventories by redistillation, 
export, or destruction of the product. While the export market is very limited, 
redistillation or destruction of the product may be considered preferable to 
forcing excess stocks on the market. As a matter of fact, some redistillation 
is now being carried on. Because of these various alternatives, it could very 
well be that an extension of the bonding period would have no significant effect 
on Federal revenues, even in the short run. 

Since it is not clear that the proposed legislation would reduce revenues, and 
hecause extending the bonding period should not add appreciably to administra- 
tive costs, the Treasury Department believes that consideration of this bill 
should be based on its probable effects on the financial and competitive structure 
of the industry. For this reason the Department believes that a recommenda- 
tion on its part would be inappropriate. 

The Director, Bureau of the Budget, has advised the Treasury Department 
that there is no objection to the presentation of this report. 

Very truly yours, 
M. B. Forsom, 
Acting Secretary of the Treasury. 
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TaBLe 1.—Production, taz-paid withdrarals, total disappearances, and year-end 
stocks of whisky, fiscal years 1936-54 


[Tax gallons] 





aa ea > ei Tax-paid Total disap- Year-end 
Fiscal year Production withdrawals | pearances ! stocks 

1936 “ iFeslivdds j tis 223, 659, 5: 67, 299, 166 75, 808, 266 | 300, 658, 508 
1937 aecbiiain on ; be ‘ 223, 457, 8: 72, 616, 195 | 78, 830, 695 445, 285, 663 
1938 - 102, 895, 872 68, 611, 650 77, 021, $96 471, 159, 5 
Bees cdi ‘ Ss bo die Indie 93, 003, 917 | 72, 059, 023 | 85, 263, 838 478, 899, 
1940) iia ; 98, 993, 303 81, 267, 368 96, 955, 312 480, 937, 609 
1941 ramw ols elem Spiordgns eine 121, 851, 983 80, 541, 974 | 98, 708, 901 | 504, O80, 691 
1942 . dekietlacas dated su dcce 120, 257, 424 84, 709, 171 107, 419, 228 516, 918, 887 
1943 ; die iastcouninan 19, 529,698 | 8&7, 913,792 111, 623, 619 424, 824, 966 
1944 ; tel Lise : , 0 58, 832, 992 76, 178, 585 348, 646, 381 
1945. hangin aieniele $ ina 41, 562, 303 63, 891, 224 82, 621, 139 307, 587, 545 
1946 Speak take e a , 147, 464, 516 63, 226, 912 80, 980, 006 374, 072, 055 
1947 aed bath dtd aks bain 167, 994, 805 58, 822, 676 77, 241, 555 464, 825, 305 
1948 naeas 129, 597,067 | 53, 603, 200 72, 161, 616 522, 260, 756 
1949 slat = Seeded i ; sitet 149, 595, 239 52, 674, 964 68, 930, 134 602, 925, 861 
195) aa ee ‘ ‘ d : ‘ 118, 760, 487 60, 499, 332 78, 406, 837 643, 279, 511 
1951 Senses oti 205, 702, 460 76, 442, 149 | 97, 748, 793 | 751, 233, 178 
1952 Sr ins dasewause ‘ 103, 543, 953 64, 907, 563 87, 219, 154 | 767, 557, 977 
1953 ight c 66, 765, 449 71, 350, 703 103, 404, 265 730, 919, 161 
1954 


esecsebdssisans dos Soe 102, 541, 246 75, 698, 645 112, 761, 674 720, 698, 733 


| Tax-paid and tax-free withdrawals and losses 


Tas_e 2.—Distribution of whisky in warehouses on Dec, 31, 1954, according to 
jiscal year of production 


Tae gallons Taz gallons 
te rene Stead SN 194, 518, 403 
Wee Ae ele hte Tint "| RS ee De as 101, 557, 790 
NE lS nae ae @ Se WG ee es 65, 977, 063 
Bees Oe Sis ies) My) 
BPs 36s Bijele 71, 069, 411 | Ist half of 1955___________ 47, 333, 979 
Ti a a ee ee SS, GS2Z, YOT 


‘ Represents whisky in process of assessment or withdrawal. 


Nore.—Subject to minor adjustment. 


The CuarrmMan. The first witness is our distinguished colleague, the 
Honorable Herman P. Eberharter, who is the author of this legislation. 


STATEMENT OF HON. HERMAN P. EBERHARTER, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Esernartrer. Mr. Chairman, I have a prepared statement on the 
subject-matter of the bill and some reasons which I wish advanced in 
the record as to why I think it isa meritorious bill. 


I. THE OBJECT OF THE BILL 


H. R. 5367 proposes to eliminate the present 8-year limitation on the 
period in which distilled spirits may remain in United States internal 
revenue bond. 


Il. THE PRESENT LAW 


The law today requires that distilled spirits, including whisky, rum, 
gin, and brandy, deposited in Internal Revenue bonded warehouse be 
withdrawn from bond and the tax paid on them within 8 years from 
the date of original entry for deposit in bond. The law further re- 
quires that the warehouseman’s bond be conditioned on such with- 
drawal and tax payment within the 8-year period. 
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Distilled spirits may not be bottled in bond either for domestic or 
export sale until they have been in bond at least 4 years except in the 
case of gin. Gin may be bottled in bond for export at any time dur- 
ing the 8-year period from the date of deposit for original entry. 


Ill. THE PROPOSED CHANGES 


H. R. 5367 proposes : 

1. That the 8-year limitation be eliminated, if the warehouseman 
wants that period extended ; 

2. That a warehouseman who wants the period extended may file 
a consent of the surety on the existing bond to the elimination of the 
condition that the spirits be withdrawn from bond within the 8-year 
period or he may file a new bond which does not contain the 8-year 
requirement. 

The foregoing provisions effectively enable the 8-year limit to be 
eliminated on all distilled spirits in internal revenue bonded ware- 
houses at the enactment of the act. Spirits subsequently entered 
would carry bonds not conditioned on withdrawal within any period. 

H. R. 5367 continues the provision that gin may be bottled in bond 
for export at any time after deposit for original entry but eliminates 
the 8-year requirement. 


IV. H. R. 5367 RAISES NO CONSTITUTIONAL QUESTION 


In contrast to the bill introduced in the 83d Congress, H. R. 5367 
contains no provision with respect to age claims which can be made 
on the labels of bottled distilled spirits or in advertising such products. 
It is believed that the absence of such limitations removes any consti- 
tutional question ; also, it avoids the introduction of a new and danger- 
ous concept—that law can be employed to prevent the giving of true 
and full information about a product to the consuming public. 


V. FOREIGN LAW AND REGULATION 


No country other than the United States places any limitation on 
the bonding period. 


VI. NO LOSS OF FEDERAL REVENUE 


Passage of H. R. 5367 involves no loss of revenue to the Treasury 
of the United States. 

Point I. The present law inflicts gross discrimination against the 
United States distillers. 

A. The United States distilling industry is discriminated against 
as compared with other United States manufacturing industries. 

Every other manufacturing industry in the United States pays its 
excise taxes only when it sells its goods. The United States distiller 
must pay the excise tax on distilled spirits at the end of 8 years even 
though he has no market for his goods. 

This imposes an enormous contingent liability upon the United 
States distiller which in the absence of a market for his goods he cannot 
meet. The tax liability hanging over the industry on whiskies which 
may be forced out of bond runs to billions of doilars, exceeding the 
total resources of the industry. 
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Moreover, if the United States distiller pays the excise tax of $10.50 
per proof- gallon at the end of 8 years and has to hold the whisky 
until he can sell it, he suffers a heavy financial loss through evapors - 
tion. The evaporation of whisky amounts approximately to 2 gallons 
per barrel per year. This means a loss of $21 per barrel per year, 
or almost 100 percent of the original cost of the ion excluding the 
cost of the barrel. In addition, there is the loss of the interest and 
insurance, which is also substantial. 

No other American industry is required to pay taxes on products 
which disappear and can never be sold. 

B. The United States distilling industry is discriminated against 
as compared with foreign distillers. 

Every foreign distiller enjoys the benefits of an unlimited bonding 
period. This means that the foreign distiller pays the excise tax on his 
goods only when he sells his goods. This gives him an enormous 
commercial advantage in competing with United States distillers 
tince the foreigner can hold his goods until there is a favorable mar- 
ket for them. 

To hold United States whisky for more than 8 years means that the 
United States distiller must suffer the loss of tax money paid on 
whisky that has evaporated plus the interest and the insurance. This 
makes the cost of holding the United States whisky for more than 8 
years prohibitive, whereas the foreigner can, if he so desires, hold his 
spirits for more than 8 years. 

The discrimination, unfortunately, goes even further. The United 
States Government, in effect, extends to the foreign distiller the bene- 
fits of unlimited bonding in the United States and denies them to the 
United States distiller. 

The foreign distiller may bring distilled spirits into the United 
States, store them in customs bond for 3 years without payment of 
any tax regardless of the age of the foreign spirits when brought in. 
If the foreigner wishes to keep the spirits in customs bond longer than 
3 years without paying the tax, he may obtain successive yearly exten- 
sions indefinitely. Thus, the foreign distiller is never required to pay 
the excise tax until there is a favorable market for his goods. Accord- 
ingly, he can determine the best conditions under which he chooses to 
sell his products. 

The foreigner thus reaps enormous competitive advantages from 
the discrimination under which the United States distiller is “required 
to operate. 

‘This discrimination maintained against the United States distiller 
serves no public purpose and inflicts serious damage upon an import- 
ant United States industry. 

Point II. The United States distilling industry faces a crisis. 

The United States distilling industry since 1950 has been going 
through a period of increasing crisis. The causes can be stated very 
simply. The industry is caught between shrinking consumer demand 
on the one hand, and forced liquidation of whisky under the thre: 
of the tax forceout, caused by the 8-year bonding limitation, on the 
other. 

‘This crisis has resulted in shrinking profits; excessive discounting 
and price cutting; the collapse of the bulk w hisky market and the con- 
current appearance of many new and previously unheard of brands, 
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frequently priced at below cost. It is not too strong a term to describe 
the market as approaching chaos and demoralization which will grow 
progressively worse unless we in Congress take immediate steps to 
correct the gross inequities caused by the 8-year bonding limitation. 

The basic facts about the position of the United States whisky in- 
dustry are as follows: 

1. Domestic whisky sales, as shown in the table, dropped 16 million 
cases or about 25 percent between 1946 and 1954. 


United States domestic whisky output, by calendar year 


[Millions of cases] 


Se dL oid a cates OS Tn ne OR 50 
I inci San alt MA Sick il ck aca a Te a, ae cn ela 53 
Sala elon red de Ot Se oe eee ee nr ite 50 


2. Inventories of United States whisky in bonded warehouses as 
shown in the following figures were 392 million original proof gallons 
in 1946 and are now currently 716 million original proof gallons. 
This is an increase of over 80 percent. 


United States whisky inventories in bonded warehouses—Inventory at end of 
year, by calendar year 


[Millions of original proof gallons] 
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Of the 50 million cases of domestic whisky sold in 1954, it has 
been estimated that 17 million cases were sold with no profit or at a 
substantial loss to the distiller. 

Distillers’ protits after taxes have been cut two-thirds from 1946 
to 1954. 

Wholesalers’ profits after taxes have declined from 1.7 percent 
on sales in 1950 to approximately six-tenths of 1 percent in 1954. 
The wholesaler, on the average, keeps six-tenths of 1 percent out of 
every dollar of net sales. 

The wholesaler, generally of moderate size, has been forced by 
the flood of distress whiskies into the granting of ever-increasing 
discounts. (Industry sources estimate that in 1947, the wholesaler 
gave away in discounts and allowances 1.5 cents for every dollar of 
profits he kept. In 1950, he gave away 21.6 cents for every dollar 
he kept. In 1954, he gave away over $2 for every dollar he kept.) 

The record of the United States whisky industry is in sharp contrast 
with the record of American manufacturing generally. Since the 
end of the war, all manufacturing industries in the United States 
have doubled their sales and their profits. They have passed on all 
cost increases to the consumer and have taken a normal markup on 
these cost increases. 

Industry sources estimate that prices of distilled spirits stand on 
the average just where they did in 1947. Prices were raised in 1951 
to reflect the increase in the excise tax from $9 to $10.50 per proof 
gallon. However, under the mounting pressure of the threat of the 
tax forceout, these prices did not stick. The premium brands of 
American whisky have been reduced $5 to $6 per case f. o. b. and 
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hundreds of new brands have been brought out at increasingly lower 
prices. Prices on the average are right back where they were in 
1947. Asa result, the industry has been forced to absorb most of the 
1951 increase in the excise tax as well as the entire postwar increases 
in costs of production and marketing, amounting, it is estimated, to 
65 percent. 

Point Ill. The bonding period produced the crisis. 

The demoralization of the market, the selling below cost and exces- 
sive discounting since 1951 are due to the ‘bonding period. The 
United States whisky industry is unique among industries in that it 
must produce for markets 4 to 8 years hence. “When whisky is pro- 
duced it is generally not sold until it is at least 4 years old. Hence, 
under the 8-year bonding period, the United States distiller has to 
estimate his market under unknown conditions at least 4 years in the 
future and then has only 4 years in which to sell his product. If 
he sells blends, he has the advantage because only one-third of his 
product is actual whisky. The remainder is neutral spirits which is 
not aged. 

At the time of the Korean emergence y, the whisky industry, like 
every other industry, greatly accelerated its production in antic ipation 
of all-out war and the inevitable shift of the plants to defense pur- 
poses. In fiscal 1951, the production of whisky was over 200 million 
gallons. Fortunately, the all-out war did not happen but the result 
was that whisky inventories were greatly expanded. However, many 
industries had excessive inventories in 1951 but were able within a 
reasonable time to liquidate them. Prompt liquidation was not open 
to the whisky industry because: (@) whisky must be at least 4 years 
old before it can be sold and (4) the market for whisky, burdened 
by the high level of Federal, State, and local taxes, has been shrinking. 
As a result, whisky inventories have been backing up. As official 
figures show, there has been relatively little dec line in whisky inven- 
tories since they reached their peak in 1951. 

As a natural consequence, whisky in inventory is increasing in age. 
This is shown most graphically by the utilization figures. In 1 1954 
about 50 percent of ‘the whisky used was 7 and 8 years old. This 
proportion is growing rapidly. Here is where the bonding period 
has come into play as the active force causing the demor alization in 
the industry. As whisky approaches the forceout stage when the 
tax of $10.50 must be paid even though no market exists, the United 
States distiller must decided what to do. 

What are the choices which confront him? He has four—all of 
ee grim. 

He can pay the excise tax of $10.50 per gallon and hold the whisky 
anti the market is favorable. But if he does so, he must be able to 
finance the tremendous sums of money required for this purpose. The 
excise tax of $10.50 per gallon is more than 10 times the cost of produc- 
ing the whisky and more than 3 times its cost when 8 years old. More- 
over, no bank is likely to lend money to finance the holding of whisky 
that has been forced out of bond and for which no foreseeable market 
exists, 

Let me point out again, every year he holds the tax-paid whisky, 
he loses 2 gallons per barrel due to evaporation. This choice clearly 
is suicidal, 
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2. He can seek to export his goods. Exports of United States 
whisky averaged less than a million gallons per annum in the 1948-51 
period. In 1954 they rose sharply to 344 million gallons. But to 
increase exports to this level, the United States distiller has been 
forced to sell his whisky in bulk at bankruptcy prices to foreign 
distillers. 

Thus we are in the strange position of hurting our own producer, 
encouraging the foreigner to profit from the distress of our producers, 
and giving the foreigner an unfair advantage. 

Exporting bulk whiskies at bankruptcy prices is hardly sound 
business. 

3. The United States distiller is allowed to redistill his goods or 
to pour them down the sewer. This latter privilege was accorded 
the United States distiller January 1, 1955, in recognition of the 
critical situation facing the industry. In either case, the United States 
distiller can escape the tax forceout by total or almost total destruction. 
It is not consistent with American principles to tell a producer who 
has invested his valuable capital in production, that the 8-year bonding 
period will not be lifted but he can destroy his goods. This does not 
sound like good sense or good government. 

Can we, in all fairness, regard this choice as a realistic one, con- 
sistent with sound public policy and good business practice? 

4. The distiller can dump his whisky on the market either in bulk 
or in bottles and seek to salvage what he can at distress prices. In 
the main, this is the course the United States distillers have followed 
since 1950 with disastrous results. 

It is this compulsory liquidation to avoid the tax forceout which 
is demoralizing the market. The tax cannot be paid by the industry 
until the goods are sold. It is not surprising, therefore, that under 
the pressure to liquidate inventories to avoid the tax forceout bulk 
whisky values have collapsed. Four-year-old Kentucky bulk whisky 
broke from $4 per original proof gallon in 1950 to $1.25 today. Seven- 
and 8-year-old whiskies, which sold in 1950 for $7 to $8 per original 
proof gallon, are selling today for prices down to 70 cents per original 
proof gallon. 

Point IV: The solution: Eliminate the bonding period. 

The logic of the situation, a sense of fairness, the need to help a 
major United States industry reestablish stability, the jeopardy in 
which the small firms particularly find themselves today, all of these 
point to one inescapable solution of this crisis—the adoption of unlim- 
ited bonding as proposed by this bill. 

In permitting unlimited bonding, I want to make it clear that we 
are in no way injuring the general welfare to benefit a particular 
industry. The 8-year bonding period is an anachronism, obsolete, and 
archaic. Its elimination would go far to curing the whisky industry’s 
sickness. Its elimination would not cost the "Treasury a cent. The 
excise taxes collected would continue to be determined by the amount 
of spirits consumed. We cannot expect any more revenue from a con- 
sumption tax than is provided by the amount of consumption. 

Point V: The inequity of the bonding period has long been 
recognized. 

The problem of dealing with the inequity of the bonding period limi- 
tation goes back a good many years. To scrutinize the history of this 
limitation is enlightening. 
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The Internal Revenue Act of August 1, 1862, fixed the tax rate at 
20 cents per gallon. The act contains the following: 

* * * the duty on the spirits stored in such warehouse shall be paid when 
and as it is sold or removed from such warehouse for sale. 

The first bonded period was established by the act of July 20, 1868, 
and was3 months. By 1880 the period had reached 3 years. 

In 1894, the excise tax was increased from 90 cents to $1.10 per gal- 
lon. The United States distilling industry, faced with the necessity 
of financing the 20-cent per g gallon increase, found itself with heavy 
inventories i in bond which it declared could not be marketed within the 

3-year period. At that time, 1894, the United States distilling in- 
dustry asked that the bonding period be eliminated but was able to 
obtain as a compromise an increase from 3 years to 8 years which 
would be equivalent today to making the bonding period more than 
20 years. It was already clear in 1894, that the only final solution 
would be elimination of any bonding period. The House Ways and 
Means Committee on the 1894 bill reported : 

Under our internal revenue system, the principle of collecting the revenue 
when the taxed articles enter into the channeis of trade for consumption is of 
universal application, with the exception of distilled spirits. But the producer 
of distilled spirits is not only required to pay the highest rate of tax imposed 
under our laws, but must pay it within 3 years when often no market can be 
found for his product. 

The adoption of an unlimited bonding period, requiring the payment of the 
revenue when the spirits are withdrawn for sale and consumption would only 
place this product on the same basis with fermented liquor, cigars, tobacco, 
and all other articles subject under our laws to similar taxation, and the 
Government would lose no revenue and incur no addtional expenses in its 
collection. 

No better statement of the reasons for enactment of H. R. 5367 
could be made. 

A study of legislative history indicates clearly that the House Ways 
and Means Committee has consistently favored relief for the distilling 
industry from the bonding period requirement. 

Point VI. The Treasury does not oppose elimination of the bond- 
ing period. __ 

The United States Treasury is in the best position to know what 
is needed to protect the revenues of the United States. The Treas- 
ury has never opposed extension of the bonding eriod. It has not re- 
garded the 8- -year period as necessary. As least as early as 1897, it 
took this position. The following quotation on page 5 262 of the Con- 
gressional Record of May 26, 1898 (vol. 31, 55th Cong., 2d sess.) is 
from a letter dated May 5, 1897, written to the P resident of the Sen- 
ate by the Secretary of the T reasury, Hon. L. J. Gage: 

With reference to the indefinite extension of the bonded period, intended to 
be secured by the form of bond prescribed, I would state that these provisions 
of the bill meet with my full approval. In my opinion the same rule of taxation 
that applies to all other products subject to internal revenue tax should apply 
to distilled spirits; that is to say, the tax should be levied only upon the article 
withdrawn from the premises of the manufacturer for consumption or sale. The 
sooner such a law is passed the sooner will Congress be relieved from solic‘ta- 
tions to pass bills offered from time to time to afford temporary relief. 

That this position of the Treasury is realistic is evident from the 
fact that tax payment does not increase the amount of whisky which 
can be sold. At the $10.50-per-gallon excise-tax rate it is unrealistic 





12 BONDING PERIOD ON DISTILLED SPIRITS 


to think in terms of any substantially greater quantity of distilled 
spirits being tax-paid than can be absorbed into the channels of trade. 
Moreover, the excise is a tax on consumption and there is no proper 
basis for imposing the tax on any goods which are not actually sold. 
So both by fact and by law it is clear that the 8-year forceout does 
not bring the Government any more revenue than if there were no 
bonded period limit. 

Point VII. The arguments against unlimited bonding. 

Although the reasons for removing the 8-year bonding period are 
clear and “compelling, there are some in the industry who, for reasons 
of their own, oppose its elimination. At present the chaos and de- 
moralization of the market bears heavily on small distillers, many 
of whom are in a really desperate plight. The big distiller has the 
resources to cope with the problem—the small distiller, distributor, 
and retailer do not. 

What are the principal arguments advanced against elimination of 
the bonding period ? 

1. Some distillers would get greater relief than others because they 
hold larger quantities of whisky | facing forceout. 

This argument says, in effect, that although everybody needs relief, 
nobody should get it unless all get the same amount of relief. It is 
significant that if this argument is accepted and leads, as it must, 
to no relief, small distilling companies would be most adversely af- 
fected. A number of small distillers are today in serious financial 
difficulties. A number have sold out or are seeking to do so. 

2. Some firms would get a competitive advantage by marketing 
8-year and older goods before others are able to do so. 

This argument ignores the facts. Almost all firms already own 
enough whisky to enable them to enter the over-8-year market if 
they wish todo so, The smaller firms would be in a much better posi- 
tion if their 8-year-old and goods nearing that age had a real value 
instead of being faced with forced sale to the strong at ruinous prices. 
This argument would deny the relief which all need badly on the 
theory that somebody might get an alleged advantage. 

3. Finally, the last major argument is that an unlimited bonding 
period would result in a “battle of ages” and require the holding of 
larger inventories to the injury of firms with limited resources or 
borrowing power. 

The battle of ages is already in full swing as a glance in any retail 
store will readily show. Bui to contend that this will require dis- 
tillers to hold larger inventories is to stand the present situation on 
its head. The problem of the industry is to reduce its inventories, 
not to expand them. The issue is whether inventories shall continue 
to be liquidated under compulsion because of the tax forceout or 
whether they shall be liquidated in an orderly fashion with the bond- 
ing period eliminated. The first way, the present way, will surely 
drive more and more smal] firms to the wall; the second way will pre- 
serve and strengthen small enterprise and keep the industry 
competitive. 

Point VIII. Pleas for delay and more time raise questions of good 
faith. 

One telegram received by this committee last Friday made the star- 
tling claim that enactment of this bill would raise problems and re- 
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quite the industry to appear constantly before this committee in the 
future. 

My only comment is that we all know that the industry has been 
before this committee with some regularity up to and including today. 

Another statement was that more time is needed to draft a proper 
bill. I would point out that with the exception of a somewhat sim- 
ilar bill by Mr. Celler of New York, mine is the only bill that has 
come to this committee at this session of the Congress. Only after last 
Wednesday when this committee announced that today we would con- 
duct this hearing have there been any signs of any serious considera- 
tion of my bill by the opposing segments of the industr y. 

Another plea is for “just a little more time” so that a compromise 
satisfactory to the entire industry can be arrived at. 

I submit that it is unrealistic to sit back and wait for a united in- 
dustry as long as there are segments that stand to benefit from dis- 
crimination and approaching chaos. In fact, there are few industries 
which can ever reach total agreement on any vital point. So with- 
holding action by this committee will provide no solution, but will 
deny relief to those entitled to it. 

Tinkering with and patching a bad law is largely a waste of time 
and produces only further controversy as well as more demands on 
the time of this committee. Let us get rid of a bad law once and for 
all. 


CONCLUSIONS 


The 8-year bonding period should be eliminated. 
This would grant to the United States distiller the same treatment 
under excise-tax laws accorded to every other United States manufac- 


turer. 

This would grant to the United States distiller the same treatment 
accorded to the foreign distiller here and in his own country. 

This would permit the United States distiller to pay the excise tax 
on his goods only when he has a market for them. 

This would end the forced liquidation of whisky inventories to 
avoid the tax forceout. 

This would preserve the small distiller, distributor, and retailer, 
and strengthen free competition. 

Adoption of H. R. 5367 will accomplish these objectives. 

I strongly urge your favorable consideration. 

The CHatrman. Thank you, Mr. Eberharter. I regret that I will 
not be able to be present for all the hearing this morning, because | 
have to leave in a few minutes to attend the funeral of Hon. Cordell 
Hull. 

The first industry witness appearing as a proponent on the calendar 
is Mr. Richard V. Gilbert, vice pr esident, Schenley Industries, Inc. 

Is Mr. Gilbert here? 

Mr. Givpert. Yes, sir. 

The Cramman. Come forward, please, sir. 

Please follow the usual custom. and give your name, your address, 
and the capacity in which you appear, for the record. 


66659 
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STATEMENT OF RICHARD V. GILBERT, VICE PRESIDENT, 
SCHENLEY INDUSTRIES, INC. 


Mr. Gizeert. My name is Richard V. Gilbert. Lam a vice president 
of Schenley Industries. 


Gentlemen, I very deeply appreciate the opportunity afforded me 
to speak today. 

In these closing days of the session, I know you have a thousand 
things to do, and you have heard too much alr eady about the squabbles 
of this industry. I have tried, however, to boil down a very com- 
plicated subject into a 10-minute statement. I would very deeply 
appreciate it if you afforded me the opportunity to read that state- 
ment without interruption. 

The CHatrMan. Without objection, you may proceed without in- 
terruption. 

All witnesses, must, of course, bear in mind the limitation of time. 

You may proceed. 

Mr. Gitzerr. Gentlemen, I urge you to strike from the statute 
books a vicious and discriminatory law which has no precedent in this 
country or anywhere in the world. 

The 8-year bonding period is a throwback to another age. Today 
it serves no public purpose. It is rapidly bringing the United States 
distilling industry ‘to its knees. This law requires distillers to pay 


a heavy excise tax on whisky they cannot sell. This Federal tax is 
10 times plus the cost of producing the whisky. No industry can 
pay such taxes on goods for which there is no market. As a result 
the United States distilling industry is in chaos. 


The tragedy of our law is that while it has brought the United 


States distilling industry to the brink of catastrophe, two Canadian 
companies have reaped a lush windfall. They have bought millions 
of gallons of United States distressed whisky at bankruptcy prices. 
They have then sold it throughout the world and to rub salt into the 
wound, sold some of it right back here in the United States under 
Canadian labels at fancy prices. The Canadian distillers have 
grown fat on the misery of the citizens of the United States. When 
an American drinks Walker’s Canadian Club and Seagram’s VO at 
fancy prices, he is consuming in part the sweat, the savings, and 
the jobs of our own citizens. 

In the scramble by United States distillers to empty their ware- 
houses of whisky approaching the end of the bonding period, the 
country has been flooded with a rash of new and unheard of brands— 
distressed brands or so-called fighting brands. These are sold at a 
loss and demoralize the whole market for all brands. 

Dealing and chiseling are the order of the day. This marketing 
chaos forces distributors to give away in discounts any allowances 
$2 for every $1 they keep in profits and, mind you, this is of no benefit 
to the retailer. Do you want the so-called penny sale to come back 
into the whisky business? The retailer who buys cheap is forced 
to sell still cheaper, thus undermining wages and the American 
standard of living. 

This industry is in a depression artificially created by an outmoded 
law which serves no purpose except to enrich Canadian distillers. 

Now you have been told that Schenley is the only company that re- 


quires relief. This is the sheerest nonsense. There is not an Ameri- 
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can firm not dominated by Canadian parent company policy, that 
has not suffered from the demoralization caused by the 8-year bond- 
ing und that includes distiller, distributor, and retailer. 

You have also been told that the enactment of Mr. Eberharter’s 
bill will result in a “battle of ages.” The charge is made that the 
favored few who possess aged whisky will launch a campaign to pro- 
mote 12- and 16-year-old brands. Opponents of the bill say this will 
place a burden on other distillers to age whisky to a point far beyond 
their financial resources. Again, this is the sheerest nonsense. 

The truth is that the “battle of ages” is at its height right now. 
More than 25 percent of all the whisky utilized last year in this country 
was & years old; another 25 percent was over 7 years old; most of it 
sold at fire sale prices. If this bill is not passed we will soon see 
the day, and it will last through 1960, when most of the whisky used 
in this country will be sold under the gun of the 8-year forceout. 

Now it is obvious that if this gun is taken from our heads and we 
are not compelled to sell whisky at fire sale prices some whisky over 
8 years old will be sold. 

But it costs too much, far too much, to carry whisky 12 or 16 years. 
It costs too much to carry it 8 years. As soon as we can get a normal 
market you will find the overwhelming consuming preference will 
always be for less expensive whisky. The carriage trade and the con- 
noisseur represent a tiny fraction of the market. 

I can prove this point. No nation in the world has a limited bond- 
ing period except the United States. Yet there is no “battle of ages” 
in Canada, or anywhere else in the world. It is only right here in 
America, and because of the 8 year bonding law, that we have this 
difficulty. 

Now, you have been told that Schenley and others would receive a 
commercial advantage by being able to jump the gun on the aged 
whisky market. The truth is that older whiskies are a drug on the 
market and will be until 1960 at the earliest. 9 

Now gentlemen, I have been authorized by my company to make an 
important announcement and to add to my statement the following 
paragraph, if I may have it distributed. 

Mr. Mitus (presiding). You may proceed to read the additional 
paragraph. 

Mr. Gitzert. To dispel the fog of deliberate confusion which has 
been created on this point, I am authorized by my company to make 
this offer here publicly before this committee. Schenley will trade 
older whiskies for younger whiskies at cost with any American dis- 
tiller. This offer holds good from the date of the passage of the 
iberharter bill until January 1, 1956. If distillers Seagram Ltd. of 
Canada, the parent company, with all its American subsidiaries and 
spheres of influence, will match this offer, there will be no distiller 
who cannot acquire overnight all the aged whisky he wants. 

Now, gentlemen, you have heard about so-called compromises. To 
save this industry I would be prepared to compromise anything except 
principle. After 3 years of intensive labor on this subject no one has 
come up with a compromise which does not leave the American indus- 
try in the position of second-class citizens. 

Every compromise I have ever heard of is full of fishhooks. This 
year the Distilled Spirits Institute has come up with a suggestion that 
taxes be deferred until the goods are sold but only on condition that 
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the tax when paid be on all the whisky that has evaporated after 8 
years, 

They propose to tax whisky which will never be bottled, never be 
sold, never be consumed. The members of the DSI know that as a 
practical matter it would be better to destroy the whisky, as the 
law now allows, than to pay taxes on goods that aren't there. 

Now I must in all honesty tell you ‘the real opposition to this bill 
originates outside the borders of the United States. Its purpose, its 
brain, and its financing come from those Canadian companies which 
wish to perpetuate an iniquitous discrimination against American 
companies in favor of those above the border. 

This is in no way a reflection on the Canadian Government, which 
treats all distillers in Canada with great restraint and respect. What 
it does for one, it does for all. 

Part of the tragedy of our own picture is that there are good Ameri- 
can companies which oppose this bill. Too many of them are beholden 
to the Canadian cartel conducted by Seagram. If you desire further 
information on this subject, I suggest that you require the witnesses 
who appear for the subsidiaries of the Canadian parent companies to 
produce the records of the distress whisky they have bought or agreed 
to buy from American companies, and the warehousing capacity and 
perhaps the stockownership in American companies that is in their 
possess1on. 

I think you know that Schenley is strong enough to ride out this 
crisis in the industry. We are here fighting for a matter of principle. 
We have seen two companies in Canada, Seagrams and Hiram Walker, 
capture about 80 percent of the Canadian market to the utter destruc- 
tion of all genuine competition. We have seen the disappearance of 
practically ¢ ‘all independent distilleries in Canada. We have seen the 
total obliteration of private enterprise at the distributor and retail 
level. 

Now we see a similar pattern emerging in this country. Seagram 
and Walker, with less than one-quarter of the plant and equipment of 
our industry, have captured almost one-half of the industry’s sales 
and draw off almost three-quarters of the industry’s profits. These 
two firms are against the bill before you. I submit that this alone 
should give the C ongress of the United States a very deep interest in 
this bill. 

We of Schenley favor reduction of the Federal excise tax, which 
is pricing us out of the market and which has cost us a loss of 16 mil- 
lion cases, or 25 percent of our total domestic whisky business, since 
the end of the war. Pending such reduction, we believe that the Eber- 
harter bill is absolutely essential for the preservation of our industry. 
If passed at this session of the Congress, it will stop fire-sale selling 
of whisky and avert a still greater emergency in the years to come. 

We at Schenley want to see the U nited States distilling industry 
preserved as a strong, healthy, prosperous and free-enterprise business, 
with room for all, large and small, foreign and domestic. All we ask 
is the same treatment, no more and no less, that every other govern- 
ment in the world accords its distillers and our Government accords 
the foreign distiller right here in our own country. We ask you to 
take the due date off the Federal excise tax mortgage until there is a 
consumer market for our goods. 

Mr. Minis. Does that complete your statement, Mr. Gilbert ? 
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Mr. Gitserr. It does, Mr. Chairman. 

Mr. Mis. Are there any questions? If not, we thank you, Mr. 
Gilbert, for your appearance and the information you have given the 
committee. 

Mr. Gitzerr. Thank you. 

(The following letter was later received from Mr. Gilbert :) 


ScCHENLEY INpDusTRIES, INC., 
New York, N. Y., July 28, 1955. 
Hon. JERE Cooper, 
Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: At the hearings before the House Ways and Means Com- 
mittee on H. R. 5367 held on Tuesday, July 26, 1955, you graciously said that 
witnesses desiring to supplement their oral testimony might do so for the 
record. 

Denials and contradictions by opposition witnesses of statements of fact in my 
direct testimony have raised questions of veracity and accuracy. These leave 
me no alternative but to respectfully request that this letter be placed in the 
record as an extension of my remarks. 


I 


In my statement before the committee I said, “The tragedy of our law is that 
while it has brought the United States distilling industry to the brink of catastro- 
phe, two Canadian companies have reaped a lush windfall. They have bought 
millions of gallons of United States distressed whisky at bankruptcy prices. 
They have then sold it throughout the world, and to rub salt into the wound, sold 
some of it right back here in the United States under Canadian labels at fancy 
prices.” 

Mr. Frank R. Schwengel testified: “The statement that American whisky is 
shipped to Canada and returned here under a Canadian label is a deliberate false- 
hood and known to be such by the person who made it.” 

I am informed that in his amended statement to your committee Mr. Schwengel 
referred to the testimony of an official of the Internal Revenue Service who 
declared on February 24, 1954, before the Committee on Finance of the United 
States Senate, that whisky exported from the United States “can’t be reimported 
as whisky.” 

The committee may be interested in knowing the subject under discussion 
and the exact language to which Mr. Schwengel refers. Mr. C. K. McClure, 
a distiller, was being questioned regarding reimportation into the United States 
of American whiskies which had been exported to avoid the tax forceout, as 
follows: 

“Senator Bennetr. If that whisky is again imported into the United States, 
the Government collects tariff on it, does it not? Does liquor come into the United 
States-free of charge? 

“Mr. McCiure. Imports pay a tariff, but I don’t believe this whisky could come 
back. 

“The CHAIRMAN. What is the answer to that? 

“Mr. McCivure. It would not be permitted to come back, would it? 

“Mr. Avis. I don't believe so. If it did, they would have to pay the $2.50 first. 

“Mr. Serr. It can’t be reimported as whisky as such. (Italic indicates words 
omitted by Mr. Schwengel.) 

“Mr. Avis. They would have to change the character of that. 

“Senator BENNETT. Thank you. I am glad to get that clear.” 

There is not the slightest doubt that it is extremely difficult to reimport under 
the classification of American whisky, whisky made here which has been shipped 
out of the United States. This, however, has nothing to do with the issue 
between Mr. Schwengel and myself. There is no bar to the reimportation of 
what was originally American whisky after it has been processed abroad, as is 
made clear by the answers above of Mr. Serr and Mr. Avis, of the Alcohol and 
Tobacco Tax Division. 

The key is the word “processed.” Under our regulations, American whisky, 
when processed abroad’*in any way, can no longer be designated as American. 
Likewise, when redistilled at above 190°, it can no longer be designated as 
whisky. 
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There is nothing in the United States regulations which prohibits the reimpor- 
- tation in bottles and under foreign labels of whiskies of United States origin 

which have been processed so that they are no longer American whiskies by 
United States regulations. 

Under Canadian regulations, it should be noted, any Canadian brand bearing 
the designation “Canadian whisky” must be of Canadian origin except for 10 
parts in 110, or a little over 9 percent. This 9 percent is regarded as flayoring 
ingredient and may be of imported or domestic origin. Thus, it is not only 
possible but, I am reliably informed, it is the standard practice of the Canadian 
companies to include in the brands which they export to the United States and 
to other countries as “Canadian whisky” 10 parts in 110 of processed whisky 
of United States origin, which can no longer be designated American whisky 
under United States regulations. 

Furthermore, under Canadian regulations, whiskies not bearing the designation 
“Canadian whisky,” when sold in Canada may include up to 49 percent of whiskies 
and spirits of foreign origin. For example, Canadian Club, which in Canada is 
not designated as Canadian whisky, as it is in the United States, but as “Canadian 
Club whisky,” may and, I am reliably informed, does contain as much as 49 
percent whiskies of foreign origin. The key is the insertion of the word “club” 
between the words “Canadian” and “whisky.” Until several years ago, the 
percentage of whiskies of foreign origin which could be so used was 75 percent. 

United States Department of Commerce figures show that between 1946 and 
1954 more than 9 million regaged proof gallons of United States whisky 
were exported to Canada. It is significant that three-quarters of this amount 
was shipped after 1950 when the problem of the tax forceout first became 
serious. The United States whisky has made possible a vast increase amount- 
ing to almost 5 million cases in the Canadian whisky business. 

The injury to American distillers flows not only from the fact that.some 
portion of the whisky bought by Canadians from Americans at bankruptcy prices 
came back.into the United States in Canadian bottles bearing Canadian labels 
and sold at premium prices, but from the equally important fact that the 
Canadian distillers were enabled by the use of United States whiskies.in:Canada 
to release very large quantities of Canadian whiskies for sale in the. United 
States. The measure of the benefit derived by the Canadian companies: and 
the injury done to American distillers is revealed by the following figures. 

in 1954, some 3,300,000 cases of Canadian whisky were sold in the United 
States. This whisky earned for the subsidiaries of the Canadian companies 
almost $30 million of profits before taxes. This Canadian whisky, representing 
by volume some 44 percent of the distilled spirits sold in the United: States, 
accounted for. over 22 percent of the total profits of the United States distilling 
industry. By way of contrast, no less than 17 million cases of American whisky 
were sold in 1954 without profit or at substantial loss. 

All my statements made above ean be easily verified. 

The exports of United States whisky to Canada are a matter of public record. 
The reexport by Canadians of imported whiskies is also a matter of record in 
Canada because Canadian distiller receives a rebate of import Guty on imported 
whisky which is reexported. Through the cooperation of the Alcohol and To- 
bacco. Tax Division and the appropriate Canadian officials, a complete accounting 
of the disposition of the vast quantity of United States whisky exported to Can- 
ada could be had. 

I have no wish to burden your committee. .In the interest of resolving the issue 
quickly, I have sent Mr. Schwengel the following telegram : 

“On Tuesday, July 26, 1955, before the House Ways and Means Committee, I 
stated that two Canadian companies, Seagram and Hiram Walker, have: bought 
millions of gallons of United States distress whiskies at bankruptcy prices and 
resold that whisky throughout the world and some of it right back here in 
the United States under Canadian labels at fancy prices. You charge that that 
statement was a deliberate falsehood and known to be such by me. I am today 
writing to the chairman of the House Ways and Means Committee setting forth 
the pertinent United States and Canadian regulations and what I have been 
reliably informed are the facts with regard to your usage in Canada of whiskies 
and spirits of United States origin. I pointed out to the committee that through 
the Alcohol and Tobacco Tax Division of the United States Treasury and:appro- 
priate officials in Canada, the true facts could be ascertained with regard. to the 
disposition of the many millions of gallons of United States whiskies. which 
have been exported to Canada in recent years. 
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In the interests of getting a quick determination of the facts, I put to you 
the following questions : 

“1. Has Distillers Corp.-Seagram or any of its subsidiaries now or in the past 
used in VO shipped to the United States any distilled spirit content of United 
States origin however much it may have been precessed in Canada? 

“2. Has Distillers Corp-Seagram or any of its subsidiaries now or in the past 
claimed drawback on the content of any exports of VO to the United States? 

“3. Has Distillers Corp.-Seagram or any of its subsidiaries now or in the past 
used in any of its products shipped to world markets other than the United 
States any distilled spirit content of United States origin however much it may 
have been processed in Canada? 

“4. Has Distillers Corp-Seagram or any of its subsidiaries now or in the past 
claimed drawback on the content of any exports of any of its products in world 
markets? 

“5. Has Distillers Corp.-Seagram or any of its subsidiaries now or in the past 
used in any of its products sold within Canada any distilled spirit content of 
United States origin however much it may have been processed in Canada? 

“If you will obtain and provide me direct answers promptly, I will modify 
the statement I have made to the House Ways and Means Committee to whatever 
degree the facts warrant. If the facts support my statement, you owe it to 
yourself to set the record straight and retract the charge you directed at me.” 

I shall communicate to the committee the outcome of this offer. 


II 


Mr. Howard T. Jones, executive secretary of Distilled Spirits Institute, testi- 
fied to your committee, “The membership of our organization represents approxi- 
mately 75 percent of the sales of domestic distilled spirits.” 

In answer to a question by Congressman Harrison of Virginia, he said, “We 
represent only the domestic distilleries.” 

These are incomplete statements and mislead. The facts are as follows: 

The key here is the distinction between an American firm and a wholly owned 
American subsidiary of a foreign firm. The wholly owned subsidiary is directed 
by and must give its first loyalty to its foreign parent rather than to its fellows 
in the domestic industry. That such subsidiaries have great influence in the 
DSI may reasonably be assumed. I wish to point out that the Canadian com- 
panies do approximately two-thirds of the business done by DSI members and 
that the DSI derives its financial support from dues assessed in accordance 
with the relative business done by its members. When the DSI is confronted 
with a conflict between Canadian and United States interests, there is only 
one way the foreign-owned member corporations can go—that is, the way which 
their foreign parents direct. 

We submit that that is why the DSI cannot and does not function in the 
best interests of the United States whisky industry in this matter. 

In addition, I would like to point out that within the DSI itself, there are 
at least four United States distillers who have made statements in favor of the 
Eberharter bill: Merchants, Willett, Kentucky River, and Park & Tilford. Schen- 
ley owns over SO percent of the stock of Park & Tilford. 


III 


Now let me touch on the charge that H. R. 5367 would give a commercial advan- 
tage to some American firms at the expense of others. 

Schenley; at the hearing, publicly offered to trade older whiskies for younger 
whiskies at cost with any American distiller, from the date of the passage of 
the Eberharter bill until January 1, 1956, thereby eliminating any commercial 
advantage as between American distillers. This should dispel the smokescreen 
laid down by the Canadian distillers to hide the real issue, which is the com- 
mercial advantage enoyed by the two Canadian firms over all American distillers. 

The insincerity of the opponents, we think, speaks for itself. In this connec- 
tion, it is significant to note that distillers, Seagram did not openly and affirin- 
atively at the hearing oppose the bill, but hid behind the cloak of the DSI. who 
made the presentation through its executive secretary. It is also interesting 
to note that Hiram Walker, another Canadian company, did likewise. Seagrain 
appeared at the last minute at the hearing in a brief rebuttal. 

In this connection, may I point out again the suggestion in my original state- 
ment that too many American distillers are beholden to the Canadian cartel 
conducted by Seagram. I once again suggest that inquiry be made into the 
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distress whisky that the Canadian companies have bought or may have agreed 
to buy from American companies, particularly from some members in the DSI 
and others who outwardly claim their company independent of Seagram, and 
into the warehousing capacity and perhaps the ownership abroad of the corporate 
stock of American companies. 

It may be only a coincidence, but I would like to invite your attention to 
two particular statements made, one by Mr. Jones and the other by Mr. Dan 
L. Street, of Brown-Forman. Mr. Jones invited the committee to secure from 
the Internal Revenue Service a statement of the ownership of the warehouses 
in which the older whiskies are held. Mr. Jones, who ought to be familiar with 
industry practices, knows that to throw light on those who have bought distress 
whiskies at bankruptcy prices, we must know not the names of the warehouse- 
men, but the identity of the true owners of the whisky stored in such warehouses, 
Mr. Jones knows the difference between warehouses and warehouse receipts. 

Mr. Street testified : “My company is a Kentucky company. We own no interest 
in Canada or anywhere else in the world except in Kentucky.” He did not say 
that no Canadian had any interest, direct or indirect, in Brown Forman. 

The simple truth is that in the demoralized market created by the 8-year bond- 
ing period the very existence of some United States distilleries depends upon 
their ability to dispose of their whisky and spirits to the Canadian principal or 
subsidiary companies or to sell their whisky in bottles through distributors whose 
primary lines are those of the Canadian companies or their subsidiaries. There 
are other United States distillers who own quantities of rye whiskies which in a 
shrinking blend market they cannot themselves use and for which, as a prac- 
tical matter, the only buyers are the Canadian companies. Destruction of this 
whisky, with total loss of the investment, or redistillation, which amounts to 
virtual destruction, are the grim alternatives to sale of this whisky to the Cana- 
dian companies. For the Canadian companies it is a matter of profit to buy 
cheap and sell dear. To the American company it is a matter of survival to be 
able to sell at any price. In the light of this situation, it is not difficult to under- 
stand why United States distillers do not present a united front on the bill which 
is obviously both in their immediate and long-run interest. 


IV 


Messrs. Jones, Street, and Schwengel objectcd to going beyond temporary relief. 
The president of the Canadian parent company, Distillers Corp.-Seagram, has 
stated publicly in connection with H. R. 5367 that “bonding relief is infinitesimal 
in its relationship to the overall problems of the industry.” If bonding relief is 
so small as to be infinitesimal, why are they opposing it so vigorously? 

These gentlemen insist that more time is required for consideration of long- 
term implications. This type of delay has been going on for 3 years to the misery 
of too many Americans and to the benefit of 2 Canadian firms. It seems to us 
these people want only a strong Seagram and a weak United States distilling 
industry. 

Mr. Jones said that enactment of the Eberharter bill “might bring in its wake 
far-reaching consequences at present not fully understood.” As executive .seere- 
tary of the DSI, he should be familiar in detail with the experience which all 
other countries in the world have had over a period of many, many years with 
an unlimited bonding period. He should know that in all other countries the 
distilling industry is prospering under an unlimited bonding period. It is only 
in the United States, under a limited bonding period, that the industry is in a 
critical condition. 

We are not asking for temporary relief. We are asking for permanent relief 
which would be afforded by the complete removal of the due date of the Federal 
excise-tax mortgage in our country until there is a consumer market for the 
goods, the same as Canada and every other country has. 

Of course, one clear consequence of introducing unlimited bonding in the 
United States would be the elimination of the commercial advantage which 
Canadians now enjoy over the American distillers. This they understand. It 
is difficult to conceive of any other far-reaching consequence not presently fore- 
seen. I trust that the committee will recognize this plea for procrastination for 
what itis. It is an effort to maintain the status quo. 


a 


Mr. Jones and Mr. Street made certain statements as to the position of 
Schenley Industries, Inc., with reference to H. R. 5407 introduced in the 838d 
Congress, and which failed of passage. 
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In view of this, I wish to call attention to the following telegram which was 
filed by Schenley with the Senate Finance Committee on March 2, 194, and 
which set forth our company’s position on H. R. 5407: 

“H. R. 5407 pending before the Senate Finance Committee contains compromise 
provisions worked out in May 1953 in an effort to obtain an immediate relaxation 
of the bonded period limitation for the benefit of those who needed relief at once. 

“While many in the industry were not in accord with the provisions of the bill 
they withheld opposition so as not to delay action. 

“The bill passed the House on July 7, 19538, but instead of winning early Senate 
approval as had been hoped has remained before the Senate Finance Committee. 

“At the hearings held by the committee on February 24 it became evident that 
some members of the committee were prepared to urge certain additional limit- 
ing provisions and amendments. It also became evident that other members 
of the committee held views pointing to the possibility that the compromise 
provisions reluctantly agreed to in the first place by some members of the indus- 
try are questioned in policy and validity and may be amended. 

“In view of these developments Schenley Industries, Inc., wishes to state its 
own position on the questions raised at the hearing. 

“1. In answer to the question, ‘Who will benefit?’ may we say that this com- 
pany does not have any immediate problem. 

“2. There is no reason for any limitation on the time in which spirits may 
remain in bond. Canadian and other foreign firms which compete with us in 
our market are not so restricted either by their own governments (which have 
had many more years of continuous experience with the problem) or by our 
Government. We feel that it is in the interest of our Government and the people 
to have no limitation on the bonding period. We are convinced that the Treasury 
before long will realize this and will find that to protect the revenue, it will have 
to adveeate an unlimited bonding period. 

“3. Any provision requiring withholding of the truth from the labeling of a 
distilled-spirits package represents a departure from the system of informative 
labeling which has been developed in the public interest over the years. 

“4. We feel, therefore, that the only proper and sound method to handle this 
problem which will grow in magnitude within the next few years would be to 
enact a law providing that all spirits in bulk containers may be kept in Gov- 
ernment bonded warehouses as unfinished merchandise since under the law they 
may not be sold to the American consumer in bulk but may only be sold in bottles. 
We call your attention to the fact observed by the Ways and Means Committee 
in its report on a predecessor bill. That ‘the tax on distilled spirits is unique 
among excise taxes in that producers are required to pay the tax at the end of a 
fixed period of time, 8 years.’ Distilled spirits also are the only products on 
which the Government levies a tax before the product is completely manufac- 
tured since spirits are not ready for the consumer by law until they are bottled. 

“}. Legislation in this matter has been likened before your committee and on 
the Senate floor to a request for support prices for whisky at a time when the 
administration is endeavoring to reduce such support for agricultural products. 
We submit that a fair open-minded examination of this situation can result only 
in the conclusion that we have not asked for this at all. We are asking simply 
that we be permitted to pay an excise tax on a finished product exactly as all 
other industries do. Otherwise the tax becomes a property tax rather than an 
excise. We never have asked and are not now asking Government to pay us 
anything or to take any surpluses off our hands. We are asking simply for 
legislation which will make it possible for us to pay the very sizabie tax which 
Congress feels is required. 

“*). Legislation should be enacted to correct a basic inequity not to extend 
relief ; such legislation is required to assure collection of the tax when it becomes 
due. Without proper legislation increasingly serious problems will be faced by 
the Treasury.” 

In the same connection I refer you to the following testimony of Mr. Avis. 
given on February 24, 1954, at a hearing before the Committee on Finance of the 
United States Senate on H. R. 5407: 

“Senator Lone. I would like to ask the witness this question: If we are going 
to give some adjustment to those who keep whisky in bond more than S years. 
can you tell me why in the world the public shouldn't have the benefit of knowing 
that this whisky has been aged longer than 8 years? Are we going to put this 
provision in the law that they cannot advertise that just for the benefit of a few 
people who, for one selfish reason or another, don’t want the whisky advertised 
as being aged longer? 

66659—55———-4 
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“Mr. Avis. Senator, this is a compromise version worked out in the Ways and 
Means Committee. The industry now supports it and the Treasury did, in the 
Ways and Means Committee, raise that question, as to the validity of that pro- 
vision, inasmuch as the disclosures of age were restricted. 

“The Ways and Means Committee considered that and reported out this bill. 
They gave it a great deal of consideration. That is the best answer I can give 
you.” 

I quote further from Mr. Avis’ testimony : 

“Mr. Avis. The Treasury is now supporting this bill as is; yes. 

“Senator Long. Did the Treasury recommend that this particular provision 
(the provision restricting labeling and advertising) be added to the bill when 
this bill was originally brought down for consideration ? , 

“Mr. Avis. We helped work out the compromise. We lent a great deal of help 
to the Ways and Means Committee. Certain members of the Ways and Means 
Committee were endeavoring to find a solution to this problem for the industry, 
and we assisted in the best way we could. 

“We did express the opinion that there was some question as to the validity, 
but Ways and Means Committee thoroughly considered that and I understand 
they satisfied themselves that there was not and they did report out the bill.” 

It is noteworthy that the Distilled Spirits Institute has now itself discarded 
the principle of label limitation which was the basis of H. R. 5407. 

Based on the testimony of other proponents of this measure, on the Treasury 
statement, and on the original presentation made by me to your committee and 
other relevant information and arguments, we once again submit that this bill 
should be given prompt and favorable consideration and action. I sincerely 
believe that the passage of the Eberharter bill will give the industry the perma- 
nent relief it requires. There is no such thing as temporary relief. A require- 
ment which is bad in principle and harmful in operation should be eliminated 
permanently. 

I regret very much indeed the length of this letter, but I am anxious that the 
committee have all the facts accurately. May I take this opportunity again to 
express my appreciation for the patience and courtesy with which my testimony 
was received. 

Respectfully yours, 
RicHARD V. GILBERT, 
Vice President, Scheniey Industries, Inc. 


ANALYSIS OF MEMBERSHIP OF THE DISTILLED SPIRITS INSTITUTE, BASED ON THE 
List oF MEMBERS, AFFILIATES, AND SUBSIDIARIES IN ITs 1954 ANNUAL REPoRT 


JOS. E. SEAGRAM & SONS, INC., UNITED STATES SUBSIDIARY OF DISTILLERS CORP., 
SEAGRAM, LTD., OF CANADA—-SUBSIDIARIES 


Blair Distilling Co. 

Calvert Distilling Co. 

Carstairs Distilling Co., Ine. 
Frankfort Distillers, Inc. 
Gallagher & Burton, Inc. 
Hunter-Wilson Distilling Co., Inc. 
Paul Jones Co., Ine. 

Julius Kessler Distilling Co., Inc. 
H. McKenna, Inc. 

Old Colonel Distillery 


HIRAM WALKER & SONS, INC., SUBSIDIARY OF HIRAM WALKER-GOODERHAM & WORTS, 
LTD., CANADA—SUBSIDIARIES 


Jas. Barclay & Co., Ltd. 
Gooderham & Worts, Ltd. 
Frank L. White Distilling Co.* 


NATIONAL DISTILLERS PRODUCTS CORP.—SUBSIDIARIES 


The Black Gold Distillery Co. 
The Bond & Lillard Distillery Co. 
The Bourbon De Luxe Distillery Co. 


1A change in the relationship of this company to Hiram Walker has been reported but 
the details are unknown. 
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W. A. Gilbey, Ltd. 

The Hermitage Distillery Co. 
The Hill & Hill Distillery Co. 
John De Kuyper & Sons, Inc. 
Large Distilling Co. 

The Mount Vernon Distillery Co. 
The Old Crow Distillery Co. 

The Old Grand-Dad Distillery Co. 
The Old McBrayer Distillery Co. 
The Old Taylor Distillery Co. 

A, Overholt & Co., Inc. 
Shewan-Jones, Inc. 

Sunny Brook Distillery Co. 


BROW N-FORMAN DISTILLERS CORP.—SUBSIDIARY 
Early Times Distilling Co. 
THE FLEISCHMANN DISTILLING CORP.—SUBSIDIARIES 


Churchill Distilling Co. 
Daviess County Distilling Co. 


GLEN MORE DISTILLERIES CO.—SUBSIDIARIES 


Yellowstone, Inc. 
Mint Springs Distillery Co. 


Schenley Industries, Inc., was a member at the time of the 1954 report but has 
since resigned with five subsidiaries. 





PRESUMED UNAFFILIATED 


James B. Beam Distilling Co. 

Mr. Boston Distiller, Inc. 

A. Smith Bowman Distillery 

The Cockeysville Distilling Co., Inc. 
Jack Daniel Distillery, Inc. 

Double Springs Distillers, Inc. 
Honeywood, Ine. (Fruit Distillery) 
Kentucky River Distillery, Inc. 
Medley Distilling Co. 

Merchants Distilling Corp. 
Sherwood Distilling Co. 

James Walsh & Co., Inc. 

Waterfill & Frazier Distillery Co., Ine. 
“21” Brands Distillers Corp.’ 

The Willett Distilling Co. 

Old Happy Hollow Distillers, Inc. 
Park & Tilford Distillers Corp.* 
Stitzel-Weller Distillery, Inc. 


RUM DISTILLERIES 


A. & G. J. Caldwell, Inc. 
Felton & Sons, Inc. 


GRAIN SPIRITS DISTILLERS 


Grain Processing Corp. 
Midwest Solvents Co., Inc. 


WAREHOUSEMEN 


Cincinnati Terminal Warehouse Co. 
Wakem & McLaughlin, Inc. 

San Francisco Warehouse Co. 
Laird & Co.‘ 


3 Agents in the United States for Hiram Walker’s Ballantine scotch. 
® Schenley owns over 80 percent of the stock of Park & Tilford. 
«Also produce applejack. 
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Mr. Miuus. The next witness is Mr. Thompson Willett. 
Mr. Willett, you will give your full name, your address, and the 
capacity in which you appear, for the record, please. 


STATEMENT OF THOMPSON WILLETT, PRESIDENT OF THE WILLETT 
DISTILLING CO., BARDSTOWN. KY. 


Mr. Wiuzerr. Mr. Chairman and gentlemen, I am Thompson Wil- 
lett, president of the Willett Distilling Co., Bardstown, Nelson 
County, Ky., which firm is owned and controlled by the members of 
the Willett family of Bardstown, Ky. We are one of the small 
home-owned Kentucky distillers—I mean, registered with the Fed- 
eral and State Governments—and I am a member of the third gen- 
eration in this business. 

We support the Eberharter bill. And in so doing, I was going 
to remind Mr. Cooper that we are mindful indeed of the admonition 
of his distinguished predecessor, Mr. Davy Crockett, who stated the 
very sound principle, “Be sure you are right, and then go ahead.” 

I know we have all heard a good deal about that lately, and my 
children remind me of that frequently. 

We support the Eberharter bill, 1 say, because its enactment Would 
permit the United States straight whisky industry to advance the 
Federal excise tax on its product when there is a market for it. The 
bonded period, which the Eberharter measure would eliminate, re- 
quires us to advance this tax when there is no market for it. This is 
obvious, and we will not go further into it unless there is a question, 
except to comment with some vigor that the bonding period is a viola- 
tion of freedom of choice and does not belong as an implement of 
American tax policy. 

Incidentally, although we are members of the Distilled Spirits 
Institute, we are sure th: at organization will substantiate our position 
that we are in no way bound to support its position or suggestions in 
this matter. 

I said advisedly that the Eberharter law would permit us “to ad- 

vance” the excise moneys to the Federal Treasury, because in fact when 
we present these funds, we are doing so only with the firm trust that 
very shortly thereafter the consumer will reimburse us, for he is the 
person actually “paying” the tax. 

Actually, the whisky excise tax is ordinarily in fact a sales tax, 
removed about 90 days. We hope to get our money back from the 
consumer in about 30 days. That is a pious hope sometimes. It is 
frequently longer. 

We submit that the Eberharter bill is right in principle and should 
be enacted into law, because of the following particulars : 

The bonded period has no effect on the protection of the Fed- 
eral revenue. 

2. It does not add to the Federal revenue. 

3. It does not of and in itself directly affect the general public 
interest. 

(Note, however, that its adverse repercussions on the legal United 
—s liquor industry do have an effect upon the general economy. ) 

. The bonded period is only nominally for a period of 8 years. 
Ac si lly, in practice it is for from 4 years to 1 year, because of the fact 
that the aging or maturing period of the best standard American 
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This is a maturing period. 
It is not ready to be sold. 
‘an’t sell it until it is 4 years of age. 


So, espe- 


So actually we have only 4 years in which to sell the w hisky, not &. 
Some whiskies take longer to mature. 

5. The principle of “bonded period extensions has already been 
recognized by the Gover nment because : 


(a) It will grant permission to destroy w hisky without 
of the excise tax. In this instance the bonded period is e 


extended forever. 


Fectively 
flectively 


(b) It will grant permission to redistill whisky without payment 


of the excise tax. 


This entails, however, 


the loss of the maturity of 


the product, as well as the local property taxes accrued upon it, 


interest, 


insurance, storage costs, labor 


in which it was stored. 
For example, if we destroy whisky because we can’t pay the Federal 
tax, or we redistill it, we have to pay to the State of Kentucky 
approximately $1 for each year in which the barrel has been stored. 
Both of these “cruel and unusual punishments” still, however, are 


in their results extensions of the bonded period. 
(In the above connection, 


, et cetera, including the barrels 


I am reminded that succeeding genera- 


tions of distillers could redistill from decade to decade and never pay 
the tax on given lots so long as they could absorb the costs of such an 
improvident program. ) 


My children and my grandchildren and my 
could continue on indefinitely to redistill this whisky 


silly enough to do it. 
The amount of the excise tax per gallon has been increased many 


times during the past 20 years, 


a same throughout this time. 
“Forceouts” and their prospects permit well financed larger com- 
petitiotn to buy these whiskies at ruinous price, ruinous to the sellers. 
While we’re on this point we can use the Willett Distilling Co. 


as a horrible example. 


Come next May, 


great-grandchildren 
if they were 


but the “bonded period” has remained 


let us imagine we have 100 


barrels of whisky produced in 1948—produced on May 10, 1948— 
8 vears ago. 
But for any one of several reasons, we haven’t been able to sell - 
“arrying charges to s: 
We have received some time ago formal nadie 
from the storekeeper gager in charge that we have to come up with 


either in bottles or barrels for our costs plus 
nothing of a profit. 


the tax money amounting to about $ $300 per barrel. 


already « 


and we do what has been done and, 


This is all the whisky we have left from that crop. 


The bankers have 


‘alled our loan on these goods, amounting to approximately 
$75 per barrel. 


So we are really now sitting on the horns of a very pointed dilemma, 


unless the Eberharter bill is 


enacted, will be done with many thousands of barrels of whisky. We 


sell these 100 barrels of 8-year-old whisky for whatever 


for them. 


They 


Possibly Vv 


we can get 
are distress merchandise so they bring what distress 


merchandise usually brings—less than cost. we can take 


this loss, but neither we, nor anyone else, can take losses indefinitely. 
And if enough of them come we shall be brought to or near the wall 
and in disgust and desperation sell out lock, stock, and barrel to our 


larger and better financed brethren and to that extent fostering, pro- 











26 BONDING PERIOD ON DISTILLED SPIRITS 


moting, and completing the present tendency toward total, final, and 
absolute monopoly of the liquor industry in the United States. 

Finally, gentlemen of this committee, I submit to you that you may 
search all the testimony on this subject and, with due respect to all 
of it, you will not find one sound, unbiased, unprejudiced and objective 
reason for the bonded period, for there positively is none in fact. 

[ thank you for your attention, and trust that you will let us stay 
in bond instead of “forcing us out”—of existence, that is. 

Mr. Mixts. Does that complete your statement, Mr. Willett? 

Mr. Witerr. It does. Thank you, sir. 

Mr. Mus. We thank you for your appearance and the information 
given to the committee. 

Are there any questions? 

The next witness is Mr. L. J. Gunson. 

Mr. Gunson, you will please give your name, your address, and the 
capacity in which you appear, for the benefit of the record? 


STATEMENT OF L. J. GUNSON, PRESIDENT, CONTINENTAL 
DISTILLING CORP. 


Mr. Gunson. I am L. J. Gunson, president of Continental Distilling 
Corp. and its affiliates, Kinsey Distilling Corp. and W. A. Haller 
Corps., which are subsidiaries of Publicker Industries, Inc., of Phila- 
delphia, Pa. 

We favor passage of H. R. 5367. 

The liquor industry is the single largest commodity and excise-tax 
source tor the United States Government. Yet the domestic distilling 
industry is the only trade in the United States that must project to- 
day’s production into a market 4 to 8 years away with no escape valve 
that would allow inventory adjustments to meet changing conditions. 
What we put away in warehouses today must be tax-paid 8 years from 
today, no matter haw conditions might have changed in the interim. 

This in essence is the problem we seek to overcome. My company 
has no controversy with foreign distillers who operate under laws in 
their country that permit them to carry distillations at all ages up 
to the time of withdrawal before paying their government taxes. We 
seek no extra restraint upon foreign-produced alcoholic beverages now 
‘aehuares to be carried in bond in this country for unlimited years 

fore taxes are paid. 

All my company requests is that we be permitted to operate on an 
equal basis with foreign producers in our own domestic markets. 

Frankly, my company’s major problems are behind us. Therefore, 
we can speak in this instance with a voice unaffected by specific per- 
sonal gain. 

We have been constant in our stand from the beginning, when this 
problem first arose. 

For that reason, I respectfully urge your favorable consideration 
of this measure. 

Mr. Mus. Does that complete your statement, Mr. Gunson ? 

Mr. Gunson. It does. 

Mr. Miras. Are there any questions? If not, we thank you for your 
appearance and the information you have given the committee. 

The next witness is Mr. S. 8S. Glass. Is Mr. Glass present? 
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Mr. Glass, you will give your name, address, and the capacity in 
which you appear, for the benefit of the record, please, sir. 


STATEMENT OF ADOLPH HIRSCH, PHILADELPHIA, PA. 


Mr. Hirscu. My name is Adolph Hirsch. I am a partner of Mr. 
S. 8S. Glass, and I would like to address this body instead of him. 

Mr. Mirts. You may do so. 

Mr. Hirscn. Gentlemen, because it is important that you under- 
stand the ruin that failure to pass the Eberharter bill (H. R. 5367) 
will bring to small concerns, we request the privilege of addressing 
briefly your committee. 

My partner and I have been active in the whisky industry for many 
years. We sold our distillery and inventories in 1947. After that we 
bought whisky in bond with the idea of going back in the business 
whenever conditions seemed favorable. Unfortunately, ever since we 
acquired our whisky the market has not justified us in starting a new 
business. It may well be that this unfavorable market situation was 
created deliberately to discourage and eventually to eliminate entirely, 
the small distiller. As the time for compulsory tax payment ap- 
proached we looked hopefully to Congress to pass legislation as now 
proposed. 

However, as you know, this hope was not met, and you now have the 
last opportunity to meet it. 

If no relief is granted to us and to others like us, the whisky that 
we have will become practically valueless as the time for tax payment 
approaches. We have no means to pay the tax and shall be compelled 
to destroy the whisky or to sell for any nominal amount that we may 
be offered by some big distiller. The end will be that there will be 
left in the industry no one except a few financial giants and a few 
concerns which bring their whisky in from other countries whose tax 
laws are less disastrous to persons in the trade. 

The Lill is so necessary for the protection of this industry in general 
and the smaller distillers in particular, that only those who have in 
mind profiting from the distress of persons in our position would have 
any reason to oppose the bill. 

For these reasons the immediate passage of this bill is vital to us. 

Thank you very much. 

Mr. Muius. That completes your statement, Mr. Hirsch? 

Mr. Hirscn. Yes, sir. 

Mr. Mitzs. Are there any questions? 

If not, we thank you for your statement and the information given 
the committee. 

Mr. Hirscn. Thank you. 

Mr. Mir1s. Mr. William A. Thomson, Jr., president, Kentucky 
River Distillery, Inc., is the next witness. 

Mr. Thomson, will you give your name, your address, and the capac- 
ity in which you appear, for the benefit of the record, please, sir. 


STATEMENT OF W. A. THOMSON, JR., PRESIDENT, KENTUCKY RIVER 
DISTILLERY, INC. 


Mr. THomson. My name is W. A. Thomson. I own and operate a 
small distillery on the banks of the Kentucky River, 20 miles south 
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of Lexington, Ky. I have no quarrel with anyone and wish to appeal 
to you gentlemen solely on the behalf of about 14 small distillers. 

Tistoric ‘ally, the small distiller manufactured and sold bulk whisky, 
that is, whisky in barrels. He made the whisky and stored it in his 
warehouse, and when it matured, he went out and found the market 
for it in barrels. It was not too difficult in years past for a little 
distillery to do this. But with the imposition of the laws which we 
now have, there has been a situation developing within the industry 
which, if continued, will put us small distillers in a very serious 
position. 

To create a consumer market for our products, we have been com- 
pelled to sell at prices in the last 2 years which have precluded any 
thought of profit. 

If we had a balanced inventory, which we carry on for aging, we now 
are forced into competition with the major companies by selling our 
whisky in bottles. 

I would like to point out one specific instance which happened to 
ine this year. We had a force-out in the spring of 1955, and one morn- 
ing I awakened to find out that I owed $96,000 in taxes. 

‘Naan. under the warehouse law, even though I did not own these 
warehouse receipts—the whisky was not mine—nevertheless, that 
$96,000 was due and payable, and the men who actually owned that 
whisky walked away. I knew where they were, but 1 would have had 
to brought suit and it would have taken me several months. 

But the taxes were due that morning. The records of the Alcohol 
and Tobacco Tax Division will show that a great deal of this $96,000 
are paid, 10 percent penalty and 6 percent interest. 

May I suggest, gentlemen, that the plight of the small distillery be 
taken very seriously’ Because of the peculiar laws which now exist, 
the United States seemingly is not aware of the fact that they have 
created a monopoly. They have delivered this business into the hands 
of the major companies. These major companies have stockholders. 
They have sources of bond issue. preferred stock issues. We little 
fellows haven't got any of that. All we have got is our own resources 
of what we can pry out of the local banks, which I assure you is a 
pretty tough job. 

The force-out law which we are trying to get relief from now in this 
Eberharter Act is what we call a compar: atively old law. 

Personaly, I think it was intended, and would have been all right, 

when the taxes were $1.10 a gallon. But you gentlemen know what 
the taxes are now. They are a thousand percent on the product we 
made today, in the warehouse, and tomorrow if we withdraw it, even 
though the product cost a thousand dollars a gallon, we would have 
to pay tremendous taxes. 

Well, the taxes have steadily advanced. Consequently, the little 
distiller is caught between the upper and the nether millstone. 

If you will remember, on December 6, 1950, Mr. Drexel Watson, 
Assistant Secretary of Agriculture, ‘alled the industry into confer- 
ence. And there were two little fellows there, myself and Mr. Van 
Winkle. And he told the industry at that time that we were going 
to be closed down for 2 years because of the Korean war. 

That conference and the development of the threatened close down 


of all of the distilleries is the direct cause of the unbalanced inventory 
of tod: ay. 
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Gentlemen, we little fellows, as I have said again, have no fight 
with anyone in the industry. We appeal to you to help the little 
fellow, whose own money is in his own business. 

I certainly appreciate this opportunity to try to focus your atten- 
tion on these 14 httle fellows; and, as a matter of fact, I have in 
front of me here the records of the Alcohol Tax Unit, which might be 
interesting to you. 

At the moment, you have a total in the State of Kentucky of whisky 
in bond, that is, of barrels in warehouses, as of April 30, 1955, of 
6,968,693 barrels. 

Who owns that whisky ?—85 percent of that whisky is owned by 
major companies; 15 percent of that whisky is owned by us. And, 
of course, it is very heavily hypothecated, I can assure you. That 
is what we are up against. We little fellows want your help, and we 
want it désperately, I assure you. 

Gentlemen, I thank you. I appreciate your courtesy in listening 
tome. And I hope you can give us some help here. 

Mr. Mitts. Does that complete your statement ? 

Mr. THomson, Yes, sir. 

Mr. Mus. Are there any questions? 

If not, we appreciate your appearance and the information given 
the committee. 

Mr. Tuomson. Thank you, Mr. Chairman. 

Mr. Mitts. The next witness on the calendar is Mr. W. M. Morrison. 

Please give your full name, your address, and the capacity in which 
you appear, for the benefit of the record, sir. 


STATEMENT OF W. M. MORRISON, PRESIDENT, J. P. S. BROWN’S 
SON CO., EARLY TIMES, KY. 


Mr. Morrison. I am W. M. Morrison, president of J. P. S. Brown’s 
Son Co., a Kentucky corporation. Our little distillery is one of the 
oldest in the State of Kentucky and is located at Early Times in 
Nelson County. 

As a small Kentucky distiller it has always been our considered 
judgment that there should be no limitation whatever placed upon 
the time whisky can remain in bond. The excise tax on distilled 
spirits is, from a practical standpoint, a sales tax or a consumer tax 
and should, therefore, be collected when the product so taxed is sold. 
There is no logical reason in economics or in law why a distiller, at 
any time, should be forced to advance this tax unless he has some 
reasonable assurance that he has a ready market for his product. 
Any distiller owning whisky will make every possible effort to mer- 
chandise his product long before it reaches 8 years of age. It costs 
us a great deal of money to store our whiskies. Included are not 
only the financing charges we must of necessity incur but also insur- 
ance and the labor cost incident to the care and warehousing of the 
bulk whiskies as they are matured. Every nation in the world with 
the exception of the United States recognizes the principles upon 
which I base my statements to you. Our neighbor in é anada requires 
the distillers there to pay the tax when they have a market for their 
product and there is no requirement as to regaging until the goods 
have reached 15 years. In principle, therefore, there would be no 
66659—55 5 


30 BONDING PERIOD ON DISTILLED SPIRITS 


great difference between extending the bonding period to 12 years 
or any given period if you are going to require the distiller to pay 
the tax before he can recover it from the consumer. 

We have always felt that in normal times it is manifestly unfair 
to require of this industry a “shotgun date” at which time all whisky 
must be tax-paid regardless of whether or not the merchandise can 
be disposed of in an orderly manner and in an orderly market. Two 
years ago I had the privilege of transmitting to your committee my 
views on this very same subject. I at that time stated that the crisis 
confronting the industry because of the large quantities of whisky 
which would eventually be forced out of bond when there was insufli- 
cient consumption to absorb the inventories had been precipitated by 
this very limitation of the law. What I said then as to a crisis was 
true then, and with greater emphasis is true today. 

May I relate to you gentlemen one actual problem, that confronted 
our little company ¢ In April of this year we found that we had 
approximately 320 barrels of 8-year-old Kentucky bourbon which had 
reached 8 years of age. That 320 barrels of whisky necessitated an 
outlay of approximately $118,000 in taxes. This exceeded our cash 
resources. Only after considerable difficulty and through the benevo- 
lence of a banking institution from which we borrowed the money were 
we able to pay that tax. The banker insisted that we must find a mar- 
ket for this goods during 1955, and we must practically sacrifice our 
equities in the bulk w hisky in order to recover the taxes paid. As yet 
we haven’t been able to find a market for all of that inventory. I assure 
you that I am undergoing many sleepless nights because of the fact 
that our inventory contains approximately 500 barrels of bulk whisky 
which will become 8 years of age beginning January 1956. 

Our problem is not an imaginary one. It is real. I assure you 
that if we could solve our own problems we would not take the time 
of this committee in pleading with you for this relief. When a busi- 
nessman finds that the limitations of the law present insurmountable 
vbstacles, we have no other course but to come to you for that relief. 

I, therefore, respectfully wish to go on record in support of a law 
which would impose no restrictions whatever on the eagth of time 
that whisky should remain in bond. 

May I thank you for your courteous attention ? 

Mr. Mitzs. Does that complete your statement, Mr. Morrison? 

Mr. Morrison. Yes, sir. 

Mr. Miuus. Are there any questions? 

If not, we thank you for your appearance and the information given 
the committee. j 

Mr. Morrison. Thank you. 

Mr. Mitts. Is Mr. Ripy present? 

Mr. Ripy, you will give your full name, your address, and the ca- 
pacity in which you appear, for the benefit of the record, please, sir. 


STATEMENT OF ERNEST W. RIPY, LAWRENCEBURG, KY., VICE 
PRESIDENT, ANDERSON COUNTY DISTILLERY 


Mr. Rrey. I am Ernest W. Ripy, from Lawrenceburg, Anderson 
County, Ky. I am vice president of the Anderson County Distillery. 
The records of the Alcohol and Tobacco Tax Division of the United 
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States Treasury will indicate to you that our distillery must be classi- 
fied as one of the small independent distilleries of this country. 

In supporting the proposed legislation before you I must call to your 
attention that we have an inventory of over 16,000 cases of 8-year-old 
bottled-in-bond whisky. All of the taxes on ‘this whisky have been 
paid. The amount of this tax exceeds one-half million dollars. At 
the rate of sales for 8-year-old whisky that our company presently en- 
joys it will be a very long time before we can dispose of this inventory. 
We had to borrow money to pay these taxes and on that money in- 
terest is accruing every day. If this be a consumers’ tax then we as 
distillers are acting as the collection agent. The question seems a 
very simple one tome. Should we as such collection agent be called 
upon by our Government for the payment of this tax at a time when 
it may be several years before we will be able to recover that tax from 
the consumer? There are many small distillers in our State who 
like us have reached a point in the crossroads of our industry where 
this toll, brought about by this unreasonable limited bonding period, 
is intolerable. 

Several years ago those who opposed before this very committee a 
bill which would extend the bonding period stated: 


There need not be any forceouts in the next few years. 


My experience shows that the individual who made that statement 
then and who appears here before you today still in opposition to this 
legislation misstated the facts because I from my own experience found 
that we faced forceouts. And further, I know it to be true that there 
are many other distillers who suffered ‘and will suffer likewise. 

One of the national periodicals in a recent article on this subject 

called the present law a peculiar law. Isay to you, gentlemen, it is not 
only peculiar, it is burdensome and in the instance of the small dis- 
tillers is practically confiscatory. We will receive no competitive ad- 
vantage be a removal of the out-of-bond restrictions and feel that 
through your aid we will be able to remain in business and continue to 
be a part of this great industry. 

Mr. Mirus. That completes your statement, Mr. Ripy? 

Mr. Ripy. Yes, it does. 

Mr. Miuts. We thank you for your appearance and the information 
given the committee. 

Mr. Rrey. Thank you. 

Mr. Mirus. The next witness is Mr. Howard T. Jones. 

Mr. Sapiak. I would like to ask unanimous consent to insert a tele- 
gram in the record at this point from Mr. Max S. Lewis, a wholesaler 
of Hartford, Conn. 

Mr. Miuuxs. Without objection, it is so ordered. 

(The telegram referred to is as follows :) 

West Hartrorp, Conn., July 25, 1955. 
Congressman ANTONI SADLAK, 
House Office Building, Washington, D. C.: 


Confirming our phone conversation a majority of the wholesalers of Connecticut 
voted in favor of the Eberharter bill with compromise. They feel as the writer 
does that if the Eberharter bill is not passed it will create chaos in our industry 
as a lot of whisky will have to be dumped on the market. At this moment aged 
whisky is at the lowest level since repeal and the industry must be protected if 
it is to survive not only from a distillers level but all the way down to the 
retailers. 

Max S. Lewis, 
President, Maz S. Lewis Co., Hartford, Conn. 
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Mr. Sapuak. He believed that he would be here today, but he could 
not make it, and he sent me a telegram: 

Confirming our phone conversation, a majority of the wholesalers of Con- 
necticut voted in favor of the Eberharter bill. * * * 

Mr. Mis. Mr. Jones, you will give your name, your address, and 
capacity in which you appear, for the benefit of the record, sir. 


STATEMENT OF HOWARD T. JONES, EXECUTIVE SECRETARY, 
DISTILLED SPIRITS INSTITUTE, INC. 


Mr. Jones. My name is Howard T. Jones. I am executive secretary 
of the Distilled Spirits Institute, 1132 Pennsylvania Building, Wash- 
ington, D.C. I am appearing here on behalf of the institute, a trade 
association of the domestic distillers of the country. ‘The membership 
of our organization represents approximately 75 percent of the sales 
of domestic distilled spirits. The statement I now present was author- 
ized and approved by our board of directors at a special meeting held 
yesterday. 

The full membership of the institute has not examined this subject, 
and it may well be that some would not be in full accord with the 
views expressed here. We hope therefore that the committee will 
offer such individuals an opportunity to be heard or to file their own 
opinions. The position of the institute is based upon unanimous ac- 
tion by directors in attendance at a board meeting on June 28. 

The Eberharter bill, H. R. 5367, would permit the elimination from 
warehousing bonds the requirement that spirits be withdrawn within 
8 years after the date of original entry. It would apply to spirits yet 
to be made as well as to spirits existing and in bond on the date of 
enactment. The net effect would allow an unlimited period of bonded 
storage not only as to current stocks but also as to future production. 

For many months, a solution to the problem of those distillers 
needing relief that will be acceptable to all members of industry and 
create no competitive inequalities has been earnestly sought by insti- 
tute leaders. H. R. 5367 does not meet this test. Its enactment is not 
favored by the institute nor by the majority of the industry as it goes 
far beyond the granting of relief. 

It makes no distinction between existing goods made under present 
laws and goods not yet manufactured for sale in distant years. It 
proposes a permanent change whereas what the industry needs is re- 
lief from a current condition. The need for relief regarding present 
inventories is conceded by all industry members but there is not yet 
an agreement as to the desirability of a fundamental change affecting 
the all-time future. 

The Distilled Spirits Institute opposes the Eberharter bill for these 
reasons: 

(1) The bill endangers relief legislation by entangling the subject 
of relief with a subject more complicated and controversial. 

(2) The bill is not confined to the existing problem. 

(3) The bill would create competitive advantage for the distiller 
who owns large stocks of aged whisky. 

(4) The bill would discriminate against companies that have pru- 
dently managed their inventories in line with their sales potential. 

(5) The bill would change the rules under which distillers generally 
planned their production and their maturing programs. 
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(6) The bill would offer no benefit to the public inasmuch as quality 
does not improve after normal age. The result would be that the 
public would pay more for the same at a lesser quality. ee 

We would like to remind the committee briefly of the legislative 
history of the relief proposals that have been made to extend or 
eliminate the period in which distilled spirits may be held in bonded 
warehouses before payment of the excise tax is required. On March 31 
and April 1, 1953, this committee held 2 full days of hearings on H. R. 
1215, at which time numerous witnesses were heard and many state- 
ments filed. An examination of the transcript will disclose that the 
industry was widely split on that original proposal and the exaspera- 
tion of this committee, at the failure of the industry to come to an 
agreement, can well be understood. Thereafter, the committee told 
the industry that some effort should be made to compose its differences 
or it would face the possibility of unsatisfactory legislation or no 
legislation at all. 

Up to that time the Distilled Spirits Institute, as an organization, 
had not become involved for the reason that its members held diverse 
views. Then under what almost could be called a directive from this 
committee, the board of directors of the institute assumed the re- 
sponsibility of attempting to work out an acceptable compromise in 
cooperation with the Treasury Department. A set of principles was 
agreed upon unanimously and communicated to the committee. Upon 
the basis of this agreement, a bill, H. R. 5407, was drawn and, without 
further hearing, was reported out and passed by the House on July 7, 
1953. 

The Committee on Finance of the Senate on February 24, 1954, held 
a hearing on this bill, at which time Mr. C. K. McClure, vice president 
of Stitzel-Weller Distillery, Inc., and spokesman for the institute, 
testified that he was “appearing on behalf of the entire distilling in- 
dustry” and stated further that he wished “to emphasize that the entire 
industry is now unified behind H. R. 5407.” Mr. D. E. Avis, Director 
of the Alcohol and Tobacco Tax Division of the Internal Revenue 
Service, testified that the bill was a compromise of the original Eber- 
harter and Saylor bills and “has at least the passive support of all 
members of the distilled-spirits industry.” He stated further htat 
“they are all supporting the bill, regardless of what the effect might 
be on their competitive positions.” 

The Secretary of the Treasury, in a report to the committee, stated 
that the Treasury Department “on a prior version of the proposed 
Jegislation took a neutral position because of apparent conflict within 
the industry and the possible unfair competitive advantages which 
might arise from a change in the bonding period,” and that “the re- 
vised bill apparently resolves these problems.” He concluded that 
“the bill appears reasonable to relieve a distress situation in the 
industry.” 

The Secretary of Commerce, in his report to the Committee on 
Finance, reviewed the situation under which large stocks of whisky 
have been accumulated, and stated that “for these reasons we recom- 
mend enactment of H. R. 5407.” 

Following the hearing before the Senate Committee on Finance 
and while the bill was still in its hands, one of the major distillers of 
the country, then a member of the Distilled Spirits Institute, with- 
drew its support of that bill, H. R. 5407. ‘The president of that com- 
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pany was then president of the institute and previously had been an 
active participant in evolving the compromise which resulted in the 
drafting of H. R. 5407. The bill was reported out by the Committee 
on Finance, but in the confusion and uncertainty resulting from this 
withdrawal of support, it died on the Senate Calendar. 

The testimony of Mr. McClure that he represented a unified in- 
dustry in favor of the bill then under consideration, the testimony of 
Mr. Avis substantially to the same effect, and the report of the Secre- 
tary of the Treasury that the revised bill apparently resolved the con- 
flict within the industry, stand uncontroverted in the record. In fact, 
they could not be disputed as they correctly and accurately reflect the 
situation as of that date. 

Early in the present Congress, bills were introduced again seeking 
changes in the bonding- period law. Recognizing that a condition 
exists with respect to excess stocks of whisky in the hands of some 
distillers which, if forced on a market that could not absorb them in 
an orderly manner, might be a potential danger to the general welfare 
of the industry, the institute has examined many methods of relievi ing 
this condition. It must be understood that not all members of in- 
dustry are affected alike by this situation ; some have stocks that would 
become 8 years old in the near future or the next few years. Others 
have stocks well within their sales potential. But all recognize and 
agree that for those members that need relief from the hardship 
application of the 8-year bonding period, some method of easing the 
burden without creating competitive advantage should be found. It 
was not felt that either the Celler bill or the Eberharter bill offered a 
satisfactory solution. 

At a meeting of our board of directors of June 28, 1955, a set of 
principles was agreed upon which it was hoped might be the basis 
of agreement on which legislation might be framed to ) the satisfaction 
of Government and all elements of industr y- 

The proposal adopted by our board and intended as a relief measure 
is that the law relating to storage of distilled spirits in bond should 
be amended to prov ide that— 

(1) It should apply only to distilled spirits now in bond; 

(2) Spirits should be regaged at the end of 8 years end the tax 
liability should be fixed upon ‘the gallonage then in existence ; 

(3) The spirits thereafter may remain in bond without time limit ; 

(4) Upon withdrawal from bond, the tax shall be paid on the gal- 
lonage determined by the 8-year regage. 

This action was taken unanimously by all directors present at that 
meeting. Since that date, we have been advised by one director, not 
then present, that he disagrees with the action and perhaps there are 
other companies in or out of the institute which also are in disagree- 
ment. But the directors present and voting unanimously for the 
Distilled Spirits Institute proposal represent in excess of 70 percent 
of the domestic industry. 

Expression in opposition to the institute position has come from 
certain wholesalers inspired by a request from the major proponent 
of the Eberharter bill that disagrees with this action. These com- 
munications have been answered “substantially as follows: 

The decision of the institute’s directors on June 28 was taken in a sincere 


desire to obtain legislation for the relief of those who expressed a desire for it. 
The DSI proposal would: 





BONDING PERIOD ON DISTILLED SPIRITS 35 


A. Give relief to companies having excessive inventories of aged whiskies by 
deferring the time of taxpayment. 

B. ‘Minimize the effect of changing the law under which inventories have 
been developed and give competitive protection to companies not having ex- 
cessive inventories. 

The DSI approach is that an amendment to the bonding period should relate 
to stocks now existing, leaving to later determination the question of whether 
the 8-year limitation should be entirely and permanently removed. 

This procedure would narrow the field of discussion, and reduce the points 
of disagreement. 


The DSI board of directors includes distillers, large and small, representing 
all distilling States. Their judgment would not ignore the good of the industry, 
including the wholesale and retail trade. 

The institute’s proposal, confined as it is to relief for stocks of 
whisky presently in bond, would accomplish the following: 

(1) It would permit the retention of present stocks for sufficient 
time beyond 8 years for a market demand to arise for the whiskies and 
avoid the evils which would affect all members of the industry. 

(2) It would, of course, add to the cost of whisky retained beyond 
the 8-year period, for evaporation of whisky beyond that time would 
be included in the tax base to be paid at the time of ultimate with- 
drawal. Far from being a weakness, this expense is one of the strong 
features of the DSI proposal. The desire to hold this cost to a mini- 
mum would deter overproduction and encourage the sale of aged stocks 
at the earliest possible moment. This would discourage the use of 
younger whiskies for current needs while older whisky is hoarded for 
future sale under 12- -year labels against which distillers without stocks 
of surplus whisky could not compete. 

(3) It would discourage new production in excess of normal sales 
potential. 

An examination of the official record of stocks of whisky in bonded 

warehouses by years of production, as published by the Internal Rev- 
enue Service, will disclose that while the problem ‘of stocks coming 8 
years of age in 1955 is not a pressing one, the matter will become criti- 

cal for some distillers in 1956 and will increase in magnitude through 
1957 and 1958. The problem will still be with the industry through 
1960. We suggest that if it is not already in your files, the committee 
secure from the Internal Revenue Service an up-to-date table of stocks 
of whisky in bond by years of production and a statement of the 
ownership of the warehouses in which the older stocks are held. 

Unfortunately for our industry, its sales with the exception of an 
unnatural spurt at the end of World War IT has not increased over the 
past 13 years. Our volume of sale in 1942 exceeded sales for 1954. 
Since the production of the whisky, which now creates our problem, 
population has greatly increased, and both retail sales and expendable 
income has risen sharply. The combination of abnormally high State 
and Federal excise taxes, and a constantly increasing army of moon- 
shiners have deprived this industry of the growth | in sales enjoyed 
over the past by nearly every o other American industry. Our indus- 
try’s real problem is high taxes and increased moonshining and had not 
these problems sty mied its natural growth we would not be before you 
today. 

The task of finding an acceptable answer to the problem of whisky 
facing the 8-year- -force- out provisions of present law before a market 
develops for the whisky is not an easy one. The stocks of aged 
whiskies are not evenly distributed among all distillers; some have 
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no such inventory, others have small or reasonable quantities of such 
whiskies, while still others are unfortunate enough to possess very 
sizable quantities. The institute proposal was arrived at in a sincere 
desire to consider the individual position of all companies in the indus- 
try both small and large and to furnish some relief for those faced 
with a force-out problem without doing damage to others. 

Enactment of the Eberharter bill would provide an inequitable solu- 
tion to the problem of relief and might bring in its wake far-reaching 
consequences not presently fully understood. Accordingly, we re- 
spectfully suggest that this bill be disapproved and that consideration 
be given to the development of means of meeting this problem in a 
manner that will be satisfactory to the Government and fair to mem- 
bers of the industry in line with the views expressed herein. 

I appreciate greatly the opportunity to be here today, gentlemen. 

Mr. Mitts. Mr. Jones, does that complete your statement? 

Mr. Jones. Yes, sir. 

Mr. Muus. I notice that attached with your statement there is a 
list of the membership of the Distilled Spirits Institute. Do you de- 
sire that that list be included as a part of the record ? 

Mr. Jones. We provided that for the information of the committee, 
and we would be very glad to have that included in the record, sir. 

Mr. Mus. Without objection, it will be included in the record. 

(The material referred to follows :) 





DISTILLED Spirits INSTITUTE 





ACTIVE MEMBERS 





Mr. 8S. Singer, secretary, James B. Beam Distilling Co., 65 East South Water 
Street, Chicago, Ill. , 

Mr. EK. DeLong Bowman, president, A. Smith Bowman Distillery, Sunset Hills, 
Fairfax County, Va. 

Mr. Dan L. Street, vice president, Brown-Forman Distillers Corp., 1908 Howard 
Street, Louisville, Ky. 

A. & G. J. Caldwell, Inc., 126 Merrimac Street, Newburyport, Mass. 

Mr. W. T. Luckingham, general manager, the Cockeysville Distilling Co., route 
111, Cockeysville, Baltimore Co., Md. 

Mr. Reagor Motlow, president, Jack Daniel Distillery, Inc., Lynchburg, Tenn. 

Mr. Sidney B. Flashman, president, Double Springs Distillers, Inc., 70 Scollay 
Square, 10 Cambridge Street, Boston, Mass. 

Mr. Frederic L. Felton, president, Felton & Son, Inc., 516 East Second Street, 
South Boston, Mass. 

Mr. Warren Oakes, president, the Fleischmann Distilling Corp., 595 Madison 
Avenue, New York, N. Y. 

Mr. Joseph A. Engelhard, president, Glenmore Distillers Co., post-office box 
900, Louisville, Ky. 

Mr. C. D. McDermott, vice president, Grain Processing Corp., 1600 Oregon Street, 
Muscatine, Iowa. 

Mr. John E. Wood, president, Honeywood, Inc., 501 South 14th Street, Salem, 
Oreg. 

Mr. W. A. Thompson, Jr., president, Kentucky River Distillery, Inc., Brook and 
Eastern Parkway, Louisville, Ky. 

Mr. John E. Laird, president, Laird & Co., Scobeyville, N. J. 

Mr. Wathen Medley, president, Medley Distilling Co., post-office box 548, Owens- 
boro, Ky. 

Mr. W. C. Dunn, president, Merchants Distilling Corp., 1 North LaSalle Street, 
suite 2805, Chicago, Il. 

Mr. Cloud L. Cray, president, Midwest Solvents Co., Inc., 1300 Main Street, 
Atchison, Kans. 

Mr. B. O. Jolley, Jr., vice president, Mr. Boston Distiller, Inc., 1010 Massachu- 
setts Avenue, Boston, Mass. 

Mr. R. EB. Joyce, vice president, National Distillers Products Corp., 99 Park 
Avenue, New York, N. Y. 
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Park & Tilford Distillers Corp., 485 Fifth Avenue, New York, N. Y. 

Mr. Frank R. Schwengel, president, Joseph E. Seagram & Sons, Inc., 405 Lexing- 
ton Avenue, New York 17, N. Y. 

Mr. Louis Mann, president, Sherwood Distilling Co., Manchester Road, West- 
minster, Md. 

Mr. J. P. VanWinkle, president, Stitzel-Weller Distillery, Inc., Station D, Louis- 
ville, Ky. 

Mr. Thompson Willett, president, Willett Distilling Co., Bardstown, Ky. 

Mr. Edgar H. Adsit, executive vice president, “21” Brands Distillers Corp., 23 
West 52d Street, New York 19, N. Y. 

Mr. Carleton Healy, vice president, Hiram Walker & Sons, Inc., Penobscot Build- 
ing, Detroit 26, Mich. 

Mr. V. M. O’Shaughnessy, secretary-treasurer, James Walsh & Co., Inc., Law- 
renceburg, Ind. 

Mr. Joseph H. Makler, president, Waterfill & Frazier Distillery Co., Inc., 120 
South La Salle Street, Chicago 3, Ill. 


ASSOCIATE MEMBERS 


Mr. H. F. Hiller, president, San Francisco Warehouse Co., 625 Third Street, 
San Francisco, Calif. 


Wakem & McLaughlin, Inc., 225 East Illinois Street, Chicago 1, Ill. 


BOARD OF DIRECTORS 


Mr. T. Jere Beam, vice president, James B. Beam Distilling Co., Inc., Cler- 
mont, Ky. 

Mr. A. Smith Bowman, Jr., vice president, A. Smith Bowman Distillery, Sunset 
Hills, Fairfax County, Va. 

Mr. Cloud L. McCray, president, Midwest Solvents Co., Inc., 1300 Main Street, 
Atchison, Kans. 

Mr. W. C. Dunn, president, Merchants Distilling Corp., 1 North La Salle Street, 
Suite 2805, Chicago, Il. 

Mr. Joseph A. Engelhard, president, Glenmore Distilleries Co., Post Office Box 
900, Louisville, Ky. 

Mr. Frederic L. Felton, president, Felton & Son, Inc., 516 East Second Street, 
South Boston, Mass. 

Mr. Carleton Healy, vice president, Hiram Walker & Sons, Inc., Penobscot Build- 
ing, Detroit 26, Mich. 

Mr. R. E. Joyce, vice president, National Distillers Products Corp., 99 Park Ave- 
nue, New York, N. Y. 

Mr. John E. Laird, president, Laird & Co., Scobeyville, N. J. 

Mr. Wathen Medley, president, Medley Distilling Co., Post Office Box 548, Owens- 
boro, Ky. 

Mr. Reagor Motlow, president, Jack Daniel Distillery, Lynchburg, Tenn. 

Mr. Warren Oakes, president, Fleischman Distilling Corp., 595 Madison Avenue, 
New York 22, N. Y. 

Mr. V. M. O’Shaughnessy, secretary-treasurer, James Walsh & Co., Inc., Law- 
renceburg, Ind. 

Mr. Frank R. Schwengel, president, Joseph E. Seagram & Sons, Inc., 405 Lexing- 
ton Avenue, New York 17, N. Y. 

Mr. Dan L. Street, vice president, Brown-Forman Distillers Corp., 1908 Howard 
Street, Louisville, Ky. 

Mr. 8S. G. Stein, chairman, Grain Processing Corp., 1600 Oregon Street, Moscatine, 
Iowa. 

Mr. W. A. Thomson, Jr., president, Kentucky River Distillery, Inc., Brook & East- 
ern Parkway, Louisville 8, Ky. 

Mr. J. P. VanWinkle, president, Stitzel-Weller Distillery, Inc., Station D, Louis- 
ville, Ky. 


Mr. Mitxzs. Mr. Simpson of Pennsylvania will inquire. 

Mr. Stupson. I noticed the suggestion of the Distilled Spirits In- 
stitute, which I understood to mean that a survey after 8 years of the 
amount of whisky in the hands of the bonded warehouses would be 
made, the amount of tax eventually to be paid being determinable 
then; that the whisky might be kept for an uncertain time in the future, 
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and when withdrawn the tax should be paid on the basis of a regage 
to be made at the end of 8 years. 

Mr. Jones. Yes, sir. 

Mr. Stmpson. So that the shrinkage cost there would be absorbed 
by the industry; is that correct 4 

Mr. Jones. That is right. 

Mr. Stmpson. Now, with respect to whisky that is brought into the 
United States from abroad and placed in the Government-bonded 
warehouse, on which no tax is paid until it is withdrawn, do you recom- 
mend there, in that situation, that the gage be made w hen it is placed 
- there and the tax levied as of that date, too? 

Mr. Jones. I am afraid that I don’t understand that that situation 
exists, Mr. Simpson. 

Mr. Stmpson. I understood that when whisky was brought in from 
abroad and placed in a Government-bonded warehouse, the tax was 
not paid until the whisky was withdrawn. 

Mr. Jones. That is correct. It is brought into a bonded warehouse. 
But it is normally brought in in bottles. 

Mr. Srupson. It is brought i in in bottles. So there is no shrinkage 
in that case. 

Mr. Jones. That is right. 

Mr. Suupson. But is it allowed to remain in that bonded warehouse 
an indefinite period of time? 

Mr. Jones. No, sir: under the customs law, there is a limited time 
in which it must be taken out. 

Mr. Simpson. What is that time? 

Mr. Jones. I believe it is 3 years, and I think the Secretary of the 
Treasury has authority to extend it for a short period of time. 

Mr. Supson. Must the tax be paid at the end of 3 years? 

Mr. Jones. Yes, sir. 

Mr. Stwpson. The tax must be paid. 

Mr. Jones. It must be paid at 3 years unless the Secretary of the 
Treasury extends the time in which it may still stay in the bonded 
warehouse. That is a custom-bonded warehouse now. That is a com- 
pletely different thing from our internal-revenue system. 

Mr. Srurson. Nevertheless, it is a period of time, as in this country. 

Mr. Jones. Yes, sir. 

Mr. Stupson. May it be withdrawn and sent back to the foreign 
country without the payment of tax? 

Mr. Jones. Oh, yes: I think it may. Because at that time it has not 
entered into the commercial channels in this country. 

Mr. Stwpson. Did you mean that that is all shipped in here in 
bottles? Or is it bottled in this country ? 

Mr. Jones. No, no. I think there is very little that ever comes in 
here that comes in in barrels. I think there was a practice some time 
ago by some companies along that line, but it is a very trivial amount. 
The normal shipments into this country are in bottles. 

Mr. Miius. Mr. Baker of Tennessee will inquire. 

Mr. Baker. Mr. Jones, percentagewise, about what is the shrinkage, 
let us say, in the from 8 to 12 pear yeriod? A barrel is 51 gallons, I 
believe. 

Mr. Jones. I am not an expert, but I understand from our people 
that that may be roughly a gallon or a gallon and a half a year. 

Mr. Baxer. That absorbs in the wood; is that it? 
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Mr. Jones. Yes. There is some evaporation after the 8-year period. 

Mr. Baker. Now, one other question. I have not had a chance to 
examine the Treasury report. If this bill passes, what would the de- 
ferral of revenue be next year? Do you have those figures ? 

Mr. Jones, No, sir; I don’t. 

Mr. Baxer. You do not know approximately what it would be? 

Mr. Jones. No: Lam sorry,sir. I don’t believe I could even hazard 
a guess. I would be glad to put that in the record. 

Mr. Baxer. I wish you would. 

(Mr. Jones later submitted the following note :) 

Upon inquiry, I can learn of no way of estimating whether or not there 
would be any deferral of revenue if this bill is enacted. The report placed in 
the record of this hearing from the Treasury Department indicates there 
would be no significant effect on Federal revenue. 

Mr. Miits. Mr. Harrison, of Virginia, will inquire 

Mr. Harrison. I understand that you cannot give us any informa- 
tion as to the effect of this bill on the revenue to the Government. 

Mr. Jones. No, sir. I don’t know that. I would think the Treasury 
Department would be a better place of getting accurate information 
in that respect. We would try to give you our views, if it would be 
worth anything to you. 

Mr. Harrison. I notice that 8 witnesses appeared here favoring 
this bill and 2 were against it. Are we to assume from that, that the 
majority of the industry i is in favor of the bill ? 

Mr. Jonrs. No, sir. I think our statement shows that we have 
got 70 percent of the industry who voted for the DSI position. And, 
of course, we are saving the time of the committee, we feel, by limit- 
ing it to two witnesses, myself and Mr. Street, who will follow me. 
We could have other witnesses, if you would care to have them, but 
we didn’t think it was necessary. 

Mr. Harrison. It is my understanding, then, that 70 percent of the 
industry is opposed to the bill, and 30 percent is in favor. 

Mr. Jones. Well, I can’t speak for the 30 percent. I am only speak- 
ing for the 70 percent. 

Mr. Harrison. Seventy percent is opposed, and you are speaking for 
them ¢ 

Mr. Jones. Yes, sir. 

Mr. Harrison. Now, the statement has been made that this bill is 
necessary in order to give justice to the domestic manufacturer of 
distilled spirits, and that the present law favors an importer. Will 
you tell me whether or not the 70 percent of the industry that you 
speak of is of the domestic industry ? 

Mr. Jones. The 70 percent that we represent? Yes, sir. We repre- 
sent only the domestic distilleries. 

Mr. Harrison. And the passage of this bill, you do not think it to 
the advantage of the domestic industry. 

Mr. Jones. I do not understand, sir. 

Mr. Harrison. The statement has been made by all the preceding 
witnesses here that this bill is necessary in order to protect the do- 
mestic industry from foreign competition. I want to know whether 
that is true or not. 

Mr. Jones. Well, obviously, sir, we don’t agree to that. We ob- 
ject: to that and say that this combines 2 items in 1. It has a perma- 
nent effect rather than a relief effect. And we are trying to find some 
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solution to the problem of relief for these people who need it. And 
our directors well recognize that there is a cod situation existing and 
relief should be provided. 

Mr. Mitus. Are there further questions ? 

If not, we appreciate your appearance and the information given 
the committee. 

Mr. Jones. Thank you. 

Mr. Mitts. The next witness is Mr. Dan L. Street. 

Mr. Street, you will give your name, your address, and the capacity 
in which you appear, for the benefit of the record, please. 





STATEMENT OF DAN. L. STREET, EXECUTIVE VICE PRESIDENT, 
BROWN-FORMAN DISTILLERS CORP., LOUISVILLE, KY. 


Mr. Srreer. Thank you, Mr. Chairman. 

Mr. Chairman and gentlemen of the committee, my name is Dan 
L. Street. I live in Anchorage, Ky., and I am executive vice president 
of Brown-Forman Distillers Corp., an independent Kentucky dis- 
tilling company which was organized in 1870 and which is located in 
Louisville, Ky. 

My company, Brown-Forman, is a member of the Distilled Spirits 
Institute and we concur in the statement which has been made in be- 
half of that institute. However, I would like to make a separate 
statement on behalf of Brown-Forman in strong opposition to the 
passage of H. R. 5367, introduced by Mr. Eberharter. It may well 
be that other companies would concur in this statement made on 
behalf of Brown-Forman but because of a lack of time we have not 
been able to confer with other companies in connection with this state- 
ment. 

At the present time the law requires that whisky be taxpaid by the 
time it becomes 8 years of age. This law has been in effect since 1894. 
It has provided a workable and satisfactory basis for the maturing of 
whisky in the American tradition. Distilling companies operating 
in the United States have produced and aged their whiskies so that 
they reach full maturity well within the 8-year period. Those com- 
panies have successfully merchandised and sold their whiskies before 
the termination of the 8-year period, and for 60 years this workable 
and practicable law has shaped and conditioned industry operations, 
financing, and marketing. 

The first suggestion that the 8-year bonding period should be ex- 
tended came in 1952 with the introduction of Mr. Eberharter’s first 
bill, H. R. 7651. That bill died when the 82d Congress adjourned in 
that year. Soon after the opening of the 83d Congress in January 
1953, Mr. Saylor introduced H. R. 1215, which provided for the exten- 
sion of the bonding period from 8 to 12 years, to affect all whisky in 
bond at the time of the passage of H. R. 1215. A hearing was held on 
that bill before this committee on April 1, 1953, at which time Brown- 
Forman and numerous other companies appeared in opposition to the 
passage of that measure. After the hearing a compromise was worked 
out whereby whisky could be carried in bond until it was 12 years of 
age without payment of tax provided that no age claim with respect 
to that whisky would be made beyond 8 years. This compromise was 
agreed to by all of the substantial companies in the industry and H. R. 
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1215 as amended in accordance with the compromise was passed by 
the House and referred to the Senate. After a hearing before the 
Senate Finance Committee, Schenley Industries repudiated its prior 
agreement to support the passage of the bill and ran numerous full- 
page ads in the Washington newspapers deriding the bill as being un- 
American and unworkable. After this repudiation and action by 
Schenley, passage of the bill became impossible and it died with the 
adjournment of the 83d Congress. 

In this, the 84th Congress, Mr. Eberharter introduced H. R. 5367, 
which, although technical in nature, has the effect of providing for an 
unlimited bonding period not only for the future but also on a retro- 
active basis. This is the first time that any legislation has been intro- 
duced in Congress removing entirely bonding limitations. This legis- 
lation presents an entirely new question, much broader in scope than 
anything heretofore considered by the House Ways and Means 
Committee. 

At the outset it should be made clear that there is no question con- 
cerning the improvement of quality of the whisky because of increased 
age. ‘The consumers would receive no benefits. All domestic whis- 
kies are produced so as to reach full maturity well within the 8-year 
bonding period. I refer to a statement made by Dr. Frank M. Ship- 
man at the prior hearing, appearing on pages 90-111 of the printed 
transcript of the hearing, in which he conclusively demonstrated that 
all American whisky reaches full maturity well within the 8-year 
period and in time for it to be merchandised prior to being forced 
out of bond. At this time I would like to introduce a copy of Dr. 
Shipman’s statement in lieu of calling Dr. Shipman personally. 

Mr. Chairman, I would like to introduce that statement at this time, 
if you will permit me to do so. 

Mr. Mitzs. Do you want it included in the record? 

Mr. Srreer. Include it in the record, if you please. 

Mr. Mitts. Without objection, it will be included in the record at 
this point. 

(The material referred to is as follows:) 


STATEMENT BY Dr. FRANK M. SHIPMAN, VICE PRESIDENT AND TECHNICAL DIRECTOR, 
Brown-ForMAN DistILLers Corp., LOUISVILLE, Ky. 


My name is Dr. Frank M. Shipman. I am vice president and technical di- 
rector of the Brown-Forman Distillers Corp. For the past 17 years I have been 
in charge of the research development and production for this company. 

I wish to testify on the changes that take place in maturing of whiskies and 
the effect of extended storage on the principal characteristics of whisky. 

I would like to preface my remarks by stating that I am limiting these remarks 
to the whiskies that are recognized both by governmental definition and regu- 
lations and by the trade, to what is commonly called American whiskies, ex- 
cluding from coverage in my remarks all American corn whisky and imported 
products, that require different methods of production, processing, and storing. 

The accepted definition for these American whiskies is, a product distilled 
from a mash of grain at below 160 proof, deposited in new charred white-oak 
barrels at not over 110 proof. This product stored in such a manner as to give 
a finished product having a combination of flavoring ingredients. First, those 
which are physically derived from the grain flavor of the original distillate. 
Second, those which are extracted from the barrel. Third, others produced by 
chemical combinations of parts of the first two. 

The major premise of my testimony is based upon a simple fact: that Amer- 
ican whiskies, as we know them today, reach maturity during a period of storage 
well within the present 8-year bond requirements. 
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Maturity in a whisky is a point at which all of the flavoring ingredients are 
in such a balance that no one or particular ingredient can be easily detected by 
the aroma or taste. Prior to maturity, the principal flavor characteristies is that 
of the original grain distillate. After optimum maturity is passed, the principal 
flavor characteristic is that of barrel extracts. 

In reality, whisky is almost a living thing. It is like fruit that has its peak 
of perfection at the right point of ripeness. It may be compared to the human 
life, which reaches a prime or peak of physical activity. And, although we have 
greatly extended the normal expectancy of a human life, we have never been 
able to greatly increase the period during that span in which a person is con- 
sidered at his prime. 

The same thing is true of whiskies. They also reach a period which can be 
considered as prime. And in’ order to lengthen this period, changes in our 
methods of storing and warehousing would have to be developed and put into 
effect. 

The proof of the foregoing statements is not based only on personal experience 
and that of associates, but is completely borne out by three published articles 
on the subject of changes in whisky during aging. These are: (1) “A Study of 
the Changes in Whisky Stored in Wood,” by C. A. Crampton and L. M. Tolman, 
of Bureau of Internal Revenue, published in Journal of American Chemistry 
Society, volume 30, 1898; (2) “The Changes in Whisky Stored for 4 Years,” 
by Peter Valear and W. H. Frazier, also of Bureau of Internal Revenue, pub- 
lished in Industrial and Engineering Chemistry, volume 28, 1936; and (3) 
“Changes in Whisky While Maturing,” by A. J. Liebmann and Bernice Scherl, of 
Schenley Distillers Corp., published in Industrial and Engineering Chemistry, 
volume 41, 1949. 

This last article represents a very accurate and comprehensive study on the 
subject. Due to the large number of barrels represented in this study, it is of 
more statistical significance than the other two. A reprint of this article is 
attached hereto as an addendum. 

A study of the charts on the change in concentration of acids (see addenda, 
p. 537) shows that the major increase is accomplished well within a 4-year 
period. The same thing is true of the other ingredients as shown on the charts 
on pages 538 and 539 on aldehydes, furfurals, tannins, and solids. Only esters 
continue to show appreciable increases. This is due to a slow and continuous 
chemical reaction between the acids and alcohols present. Fusel oil gradually 
increases for the entire period of storage, due only to a concentration caused by 
the evaporation of water and alcohol. These charts also show that there is 
little change in the composition of whisky after it reaches what has been referred 
to as maturity. These small changes are largely due to concentration caused by 
evaporation. In other words, whiskies can improve but little, if any, after 
maturity has been reached. The experience of all those who have worked on 
this problem has been that our present-day American whiskies reach maturity 
within the 8 years bond requirements. 

You may question as to whether the statements that I have made apply to 
all of the American whiskies that are in storage today. I personally know of 
no American whiskies that would not fall under the classifications covered 
previously. Certainly, very little of our whisky in storage today could have 
been made and stored with any idea other than its withdrawal and merchan- 
dising prior to expiration of the 8-year bonded period. 

I have been asked as to whether it would be possible to produce and store 
whisky for longer periods of time up to 12 years of age and have a product 
that would be comparable to what we consider today’s matured whisky. Yes, 
it would probably be possible to develop the necessary procedures. The whisky 
could be produced and barrels could be made differently than they are today. 
This whisky would have to be stored under different conditions than has been 
the general practice for quite some time, for their rate of maturity would have 
to be slowed down so that the product at the end of 12 years would have the 
comparable maturity of the current 5- to 6-year-old whiskies. 

Such a program would be extremely expensive at the production level. Inven- 
tories would have to be anticipated for this longer period of time. Increased in- 
ventories would be required if we assume that the average age at the time of 
bottling would gradually increase from 6 years to 10 years. 

The increase in inventory would be: First, that necessary to fulfill the 4 addi- 
tional years’ requirements. This would amount to a 6624 increase over that nor- 
mally carried at the present time. Second, additional whisky would have to be 
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put into bond in order to cover the increased outage from the barrel due to the 
longer period of storage. This would amount to a little over 20 percent. The 
total of these 2 would demand an increased starting inventory of over 86 percent 
more than is presently needed. 

This would necessitate more warehouses and a much greater investment in 
inventory. Ali of this to no avail, because under these new and extended 
processes the correct maturity would only be delayed and not improved. 


[Reprint from Industrial and Engineering Chemistry, vol. 41, p. 534, March 1949] 
CHANGES IN WHISKY WHILE MATURING 
A. J. Liebmann and Bernice Scherl, Schenley Distillers Corp., New York, N. Y. 


The maturation of whisky represents a complicated chemical process influenced 
by a number of contributing factors. The changes which are taking place in 
the course of maturation have been made the subject of several prior investiga- 
tions which, however, were based on a number of samples which cannot be con- 
sidered significant under modern statistical procedure. Four hundred sixty-nine 
barrels of whisky, mostly bourbon and rye, were set aside periodically in lots of 
five during a period of 4 years. Samples from these barrels were withdrawn at 
regular intervals over a period of 8 years, and their significant characteristics 
were determined by analysis. The data so obtained were transferred to punch 
cards and statistically examined. The means and standard deviations of eleven 
major constituents and characteristics of whisky were obtained for each age 
(period of storage) for all or most of the 469 barrels. The eleven characteristic 
properties of whisky used for an interpretation and definition of maturing were 
proof, total acidity, fixed acidity, esters, aldehydes, furfural, fusel oil, solids, 
color, tannins, and pH. ‘The large samples permitted the calculation of disper- 
sion limits. The average maturing characteristics of American whisky over an 
s-year period and results of the chemical and statistical examination of the entire 
sample group are shown. The possibility is indicated for use of the data as a 
basis for specifications for whisky. 

This investigation of whisky while maturing represents a continuation of the 
work reported and published in 1943 (5). Results then given were in the nature 
of a preliminary report for the first 4 years of a total observation period of 8 years, 
which has since been terminated. The complete results and conclusions are here 
presented. 

For the purpose of clarification of the intent of this study, it should be stated 
again that the quality of a beverage such as whisky is judged by the consumer on 
its properties affecting taste and odor. The development of a whisky is depend- 
ent on three fundamental production operations: fermentation, distillation, and 
maturing. This investigation is concerned solely with the last phase, maturing. 

The maturing stage begins immediately after distillation, as the new colorless 
whisky is drawn into charred oak barrels. The barrels are placed in bonded 
warehouses (constructed of wood, brick, or concrete) and usually permitted to 
remain for four or more years under variably controlled conditions of temper- 
ature and humidity. The maturing stage ends with the withdrawal of the aged 
whisky from the barrels. 

Three fundamental environmental factors are intimately related to the de 
velopment of a whisky during maturing—temperature, humidity, and ventila- 
tion. The barrel, serving primarily as a container, also acts as a semipermeable 
membrane and permits the passage of alcohol and water vapors from the interior 
of the barrel to the outside. This phenomenon is an integral phase of maturing. 
Under the conditions normally prevailing in storage warehouses—especially as 
to humidity and temperature—the barrel permits water vapor to escape at a 
faster rate than alcohol vapor. Consequently, there is a gradual accumulation 
of alcohol at the expense of water inside the barrel. Thus the proof of the 
contents rises with age. Many warehouses are constructed and equipped to al- 
low positive control of this phase of the maturing process. 

During this period, the maturing whisky undergoes definite and intended 
changes in aromatic and taste characteristics. These changes are caused by 
three major types of reactions occurring continually in the barrel: 

Extraction of complex wood substances by liquid. 


Oxidation of the original organic substances and of the extracted wood 
material. 
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Reaction between various organic substances present in the liquid to form new 
products. 

The development of quality, therefore, consists of specific chemical and physi- 
cal changes in the properties of the liquid, some of which are relatively simple 
to determine. These properties, or characteristics, are commonly used as a 
guide to and measure of quality. Experience and observation have shown that 
abnormalities arising in one or several of the physicochemical characteristics 
generally will result in abnormalities of the taste characteristics of the liquid. 

Despite the importance of the maturing development to an industry with an 
estimated yearly sales volume of about 5 billion dollars and with an excise 
revenue of more than 2.5 billion dollars to the Federal Government alone, only 
a small quantity of pertinent data have been made available by publication. 

The two previously published investigations originated in the laboratories of 
the Alcohol Tax Unit of the Treasury Department (2, 9). The techniques of 
sampling, analysis, and data presentation are almost identical in both cases, 
although 28 years separate the two investigations. 

The earlier work was based on 31 different barrels, all chosen from 3-month 
production in 1898. Most of these whiskies were distilled in types of stills now 
obsolete and stored in warehouses entirely different from those of today. The 
later work was based on 22 different barrels chosen from a 6-month production 
period of December 1929 to May 1930. Of the 22 barrels, three contained 
whiskies derived from such low-yield production as to indicate abnormal fermen- 
tation or distillation and thus result in typical products. 

These highly skilled investigators worked under the handicap of being forced 
to rely on basic material and data furnished by producers not under their con- 
trol, and on conditions not subject to their direct supervision. In both investi- 
gations, the average values for each characteristic were determined, and the 
minimum and maximum values (constituting the range) were used to indicate 
seatter. The exclusive use of the range as a measure of dispersion must be 
treated with caution since it is subject to considerable individual variation. 
Crampton and Tolman as well as Valaer and Frazier were forced either to 
indicate next highest or lowest values or to delete extreme values which were 
considered abnormal (3, 10). The subjective deletion of data, even when based 
on considerable experience, is a dangerous procedure. 

In contrast to these two studies the present work was based on a variety and 
number of samples which may be considered adequate for modern statistical 
calculations. 


SAMPLES 


Straight whisky is defined by the Treasury Department (8) as an alcoholic 
distillate from a fermented mash of grain distilled at not exceeding 160 proof 
and aged for not less than 24 months in charred new oak containers. Bourbon 
whisky is usually produced from a mash containing 60 to 80 percent corn; rye 
whisky generally comes from a mash containing 51 percent rye. These two types 
make up the greater portion of American whisky. 

For the purpose of this investigation, there were set aside, with the consent 
of the Alcohol Tax Unit of the Treasury Department and with certain provisions 
for periodic withdrawal of samples, a total of 469 barrels of bourbon and rye 
whisky, produced during the years of 1937 to 1942. Groups of four to six barrels 
were allotted biweekly during the whole year of 1937, and similar or gradually 
decreasing quantities were allotted during succeeding years. 

Table I shows the general distribution of these samples with respect to mash 
type, distillation, characteristics, treatment, cooperage, warehouse, type, origin, 
and storage location. 

The 469 barrels constitute a comprehensive and representative cross section of 
the product obtained by the various methods used in manufacturing whisky. 

One-pint samples were withdrawn at the age of 0, 1, 3, 6, and 12 months and 
every 6 months thereafter up to the age of 4, 6, or 8 years. The samples were 
drawn by the plant chemists at the various distilleries and then forwarded to the 
central research laboratories for immediate analysis. 


ANALYSES 


Analyses were performed in most cases to determine the following character- 
istics: proof, total acidity, fixed acidity, esters, aldehydes, furfural, fusel oil 
(up to 4 years), solids, color, tannins, and pH. 

The first eight characteristics were determined in accordance with methods 
described by the Association of Official Agricultural Chemists (AOAC) (1). 
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Proof.—A National Bureau of Standards calibrated hydrometer, graduated in 
0.2°, was used for indicating proof. Temperature corrections were made with a 
Bureau of Standards calibrated thermometer. 

Total acidity.—The method described by the AOAC was used without modifi- 
eation. The results are expressed as grams of acetic acid per 100 liters at 100 
proof, 

Fired acidity.—The AOAC method was used without modification. The results 
are expressed as grams of acetic acid per 100 liters at 100 proof. 

Esters.—The distillate from a quantitative distillation through all-glass appa- 
ratus was saponified by permitting the sample to stand 24 hours at room temper- 
ature with excess sodium hydroxide. No blank was run. The excess sodium 
hydroxide was back-titrated with standard sulfuric acid. The results are ex- 
pressed as grams of ethyl acetate per 100 liters at 100 proof. 

Aldehydes.—The titrimetric method, based on an iodometric reaction as de- 
scribed by the AOAC, was used on the distillate obtained during ester determina- 
tion. The results are expressed as grams of acetaldehyde per 100 liters at 
100 proof. 

Furfural—tThe AOAC method was used without modification. The results 
are expressed as grams of furfural per 100 liters at 100 proof. 

Fusel oil.—-‘The Allen-Marquadt method as described by the AOAC was used. 
The carbon tetrachloride extractions and subsequent washings were done me- 
chanically, aud all distillations and reflux reactions were performed in all-glass 
apparatus. The results are expressed as grams of amyl alcohol per 100 liters 
at 100 proof. 

Solids.—The solids were determined by evaporation and weighing the residue 
in a tared aluminum dish, as described by the AOAC. The results are expressed 
as grams per 100 liters at 100 proof. 

Color.—The color of the sample was determined on a null-type photoelectric 
colorimeter, designed by the Schenley Laboratories. A 100-watt tungsten fila- 
ment lamp was used as a source of light which passed through a matched pair 
of Corning daylight color glass filters before striking the photoelectric cells. 
The sample was reduced to 100 proof, brought to 25° C., and placed in a cell 
which presented 1 inch of path for the passage of light. The instrument was 
calibrated to read directly in per cent transmission (7') based on water as 
100%. The results are expressed in terms of color density (d=log 1/7). The 
fact that all per cent transmission, converted to decimal, give values which 
are less than one, results in negative logarithms for these, and thus a positive 
value is obtained for all densities. This method of measurement, of course, is 
only relative, but a relation te the Lovibond method or some other established 
seale can be established readily. 

Tannins.—This determination is based on the Folin-Denis reagent which reacts 
specifically with compounds containing an ozyphenyl bond. This method was 
refined to conditions of optimum sensitivity (7) and used for tannin determina- 
tion in whisky. The results are expressed as grams of tannic acid per 100 liters 
at 100 proof. 

pH.—The pH was determined on samples reduced to 100 proof at 25° C. with 
a glass-electrode electrometer (Coleman Model 3C). The application and limi- 
tations of this determination were described in a previous publication (6). 

The units for expressing all values in this study are grams per 100 liters 
calculated back to an alcohol concentration of 100 proof (except color, pH, and 
proof itself). For color and pH, the standard 100 proof was obtained physically 
by reduction of the sample prior to determination. 

All samples were analyzed within a reasonably short time (less than 4 
weeks) after withdrawal, so that changes in glass were reduced to a minimum. 
Previous investigators had been forced by circumstances to permit their samples 
to be exposed to such influence—for instance, oxidation and the alkalinity of 
the glass—with the result that some of the characteristic properties underwent 
a significant change. 


STATISTICAL TREATMENT OF DATA 


The complexity, variety, and great volume of data necessitated the employ- 
ment of mechanical means of handling. Punched cards and standard sorting 
and tabulating machines were utilized. 

The data were recorded on master cards and transferred to specially designed 
punched cards, which facilitated the statistical analysis. 

The actual statistical treatment consisted of three sections. 
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For the examination of the changes taking place in the whisky characteristics 
over the period of maturing, the arithmetic mean or average (X) was obtained 
for each factor at every age period. The variation about these averages was 
described by the computation of the standard deviations (4, 11). 

The results are shown graphically for each of the characteristics (Figures 1 
to 11). The averages (X) appear as a heavy line, and the scatter of values by 
light lines on either side. The latter represent the dispersion limits, determined 
by X + 20. Any barrel chosen at random will exhibit characteristics lying 
within this region with a probability of 95 percent (4, 11). 

Similar statistical calculations were made for groups identified by type, so 
that a tabulation was possible of the results for bourbon and rye whisky 
separately. 

Beyond this, the characteristics were tested for correlation with one another. 
Moreover, the effect on the values of certain constituents of production factors 
such as type of whisky, warehouse, and cooperage and treatment were considered. 


CHANGES OF WHISKY CHARACTERISTICS 


The two primary statistical functions of the whisky, previously referred to, 
were calculated at the various age periods for a number of barrels which differed 
at various ages of the whiskies and averaged approximately 350 barrels. 

These data are given in Table II. Some of the values for the first 4 years 
differ from those given for the same period in the previous publication (5). The 
results given in the present study should be considered truer because they are 
based on a larger volume of data. 
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Tas_e III. CHARACTERISTICS OF AMERICAN WHISKIES AT VARIOUS AGES * 


Age Total . Fixed Alde- Fur- Fuse! Color Tan- 
Yr Mon Proof Acids Acids Esters hydes_ fural Oil Solids (Density) nins pH 
0 101.8 5.9 0.8 16.7 1.4 0.2 M1! 8.7 9. 032 0.7 4. 92 
l 101.4 20.4 3.7 17.2 2.1 1.2 123 44.1 0. 156 12 4.62 
3 101.3 32. 2 5. 3 iS. 5 2.8 15 131 6. 6 0. 205 21 4. 46 
6 101.4 42.5 6.6 21.8 3.3 1.6 131 87.7 0. 243 2s 4.38 
12 102. 0 53. 4 Ss. 3 26.8 4.1 1.7 132 1.1 (). 282 35 4. 38 
Is 102. 5 58. 1 9.0 31.1 4.8 1.8 132 127.6 0. 308 39 4.29 
2 24 103. 1 Ot.8 9. 2 35.5 5.5 1.8 134 137.5 0. 328 42 4.29 
30 103. 6 4.1 9.3 38.4 5.8 1.9 136 147.7 0. 341 44 4. 28 
3 3t 104. } 65.8 9.3 41.8 6.0 1.8 135 152. 7 0. 352 47 4, 27 
42 104. 7 67.8 9.4 44.7 6.0 1.9 137 157.7 0. 360 48 4.25 
4 is 105. 2 69. 2 9.4 47.6 6.1 1.8 138 165. 9 0. 365 48 4.25 
54 105. 5 69.7 9.4 48. 0 6.1 1.7 166.0 0. 867 49 4.2) 
60 106. 0 70. 2 9.5 51.9 6.2 1.7 173.0 0. 368 49 4,2) 
66 106.7 72.0 9.5 55. 6 6.3 1.8 174. 2 0. 369 49 4. 26 
72 107.4 71.6 9.5 57.6 6.5 1.8 ISL. 5 0. 380 49 4. 24 
78 107.9 74.4 9.6 61.2 7.0 1.8 186. 0 0. 385 50 4. 24 
84 108. 6 76. 2 9.7 62.0 7.0 1.8 198. 6 0. 389 5 4. 23 
wo 108. 9 79.4 9.7 64.4 7.0 2.0 198. 9 0. 413 et 4,22 
8 06 109. 3 81.9 9,7 64.8 7.0 2.0 209. 6 0. 449 53 4.20 


All figures represent average values and are expressed as grams per 100 liters at 100 proof, except proof 
(expressed as degrees proof), color (expressed as density), and pH. 


For ready reference, Table II has been abbreviated and condensed into Table 
Ill. Again all figures are expressed as grams per hundred liters at 100 proof 
(except proof and pH) and represent the averages for the various ages. 

Proof.—rThe initial or bonding proof is determined by the distillers and is set 
customarily at 102 proof. The variation in proof of samples taken at age zero 
is accounted for by the fact that some of the samples were taken before barrel- 
ing and therefore before adjustment to 102 proof (Figure 1). 

A charactistic of change in proof is an initial drop which continues to an 
age of about 3 months. This drop is caused by the residual moisture contained 
in the wood of the barrel. The initial proof is reached again at an age between 
6 and 12 months. From this point on there begins a linear increase, which is 
uniform, and equivalent to about 1.1° of proof per year. 

The average increase in proof of whisky over 4 years of maturing was found 
to be 3.4° proof, and over 8 years 7.5°. 

Total acidity —A rapid increase in total acidity takes place during the early 
stages of maturing. During the first 3 months, the average acid content is 
increased fivefold. The increase continues at a high rate to an age of about 12 
months, and then the rate of increase becomes lower and gradually assumes the 
typical asymptotic approach (Figure 2) to a maximum value of 81.9 grams per 
100 liters observed after 8 years. The average increase over this period is 76 
grams per 100 liters. 

This maximum value for the average total acidity is of considerable interest, 
since it apparently represents the maximum amount of acid material whieh can 
be extracted from the barrel under normal sterage conditions by an aleoholic 
solution, such as whisky, of 51 to 55 percent alcohol by volume. 
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The facts are of considerable importance for the examination of the maturing 
of whiskies which have undergone special treatment before barreling, as reported 
later in this study. 

Fixed acidity—Fixed acids develop along the same characteristic lines as 
total acids, but the sharp initial rise during the initial storage period is consider- 
ably reduced (Figure 3). The entire fixed acidity normally is due to extraction 
of material from the barrels. It has been suggested (5) that some of this 
material may undergo degradation processes, thereby adding to the volatile acid 
content, but this theory has not been confirmed experimentally. Another investi- 
gator (9) believes that some volatile acids are obtained from extraction processes, 
but does not furnish experimental proof. 

Undoubtedly, the extracted material undergoes oxidation processes, and is 
subject to other chemical reactions which may result in additions to the volatile 
acid content. The aromatic nature of these constituents are of some importance 
as contributors to the quality of the final product. 

Under normal conditions, new whisky has a fixed acidity of zero. Table II 
shows at that age, a content of 0.8 gram (calculated in acetic acid) per 100 
liters at 100 proof, and Figure 3 also indicates this level. The apparent dis- 
crepancy is due to the fact that a part of the production was treated with toasted 
oak chips before barreling, thereby imparting these characteristics to the new 
whisky. The earlier publication shows the initial fixed acidity at 2 grams per 
100 liters. As previously pointed out the earlier results were based on a sample 
size of 108 barrels, whereas the present work is based on examination of more 
than four times the size of the sample, or 469 barrels. The process of treating 
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whisky was practiced to a small extent during a short period immediately follow- 
ing repeal (1933), and only a small proportion of whisky stored during 1937 had 
been undergoing a treatment (with oak chips) before barreling. All the samples 
of this kind are part of the 108 barrels reported in the first article (5), and the 
361 additional barrels included in the entire study are normal (untreated) 
whisky. This is reflected obviously in the newer averages, which therefore 
represént a large preponderance of normal whisky. 

The average value for fixed acidity at age 4 years for the large sample size 
is 9.4 grams per 100 liters, and at 8 years of age, 9.7 grams per 100 liters. 

This figure is not only lower than the one previously reported, but also is lower 
in comparison to figures found by other investigators. This discrepancy is due to 
several factors: 

First, the whiskies examined before and directly after prohibition came from 
barrels stored predominantly in old type rack warehouses, where the whisky 
was exposed, at least during certain periods, to higher temperatures than in the 
present majority of concrete warehouses. In these modern structures tempe7a- 
tures can be regulated better and are generally held somewhat lower than in 
former years. 

The second influence is the choice and quality of barrels; these are more 
carefully selected in modern whisky production than previously. Finally, other 
investigators based their reports in many instances on single barrels, or at least 
such small numbers that any individual barrel with high acidity might easily 
have influenced the given result. In the present study, by the application of the 
indicated statistical procedure, the variation in results is accounted for and the 
averages are representative. 

Esters.—The average increase in ester content over the first 4 years of matur- 
ing is 30 grams (calculated as ethyl acetate) per 100 liters and 48.1 grams over 
8 years (Figure 4). 
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The increase in esters with age is probably the most regular and consistent 
of all the characteristics and therefore may be regarded as the most reliable 
index for determination of age. 

An analysis of initial results of this study seemed to indicate that the ester 
content underwent a drop after barreling, and returned to the starting point 
only after about 3-months. In view of the otherwise regular and consistent 
progress of ester formation with only a gradual lowering in the rate of increase 
over the entire 8 years, this apparent phenomenon, to which attention was called 
previously, was further investigated. On the basis of the larger sampling it 
became evident that the earlier observation was largely the result of chance 
occurrence and could hardly be considered in the light of complete results as 
significant enough to warrant the assumption of an entirely new condition, which 
moreover required the establishment of a specific theory. 
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\idehydes.—The rate of increase in aldehydes is greatest during the: first 3 
years, and proceeds at an average for this period of 1.53 grams per 100 liters; 
the increase for the first year is 2.7 grams (calculated as acetaldehyde) per 
100 liters (Figure 5). The rate of increase after 3 years up to the age of 8 years 
is at the average per year of 0.2 gram per 100 liters and is practically constant. 

In all probability, the actual increase of aldehydes goes on at a greater rate 
but is partly offset as a result of evaporation. As the volume of the liquid in 
the barrel decreases, the evaporation of this highly volatile constitutent becomes 
more pronounced. 

The total aldehydes at the end of 4 years is 6.1 and, after 8 years, 7.0 grams 
per 100 liters. Both figures are somewhat lower than given in the previous 
study and also by other investigators. The general tendency in production of 
whisky has been toward a lower content of the usual constituents, and what 
is usually termed a lighter type of whisky. 

Furfural.—Newly made whisky does not contain furfural. The content of 
this characteristic shown in Table II for age zero is due to the inclusion in the 
averages of the portion of whisky which has been treated with toasted chips 
before barreling. The greater proportion of this type of whisky in the first 
sampling (108 barrels) again accounts for a higher figure at age zero and other 
early ages, in comparison with the figures given in this study for the larger 
number (469 barrels) under investigation. 
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Furfural is formed in the process of charring the barrel; extracts of uncharred 
oak wood show only traces of furfural. 

Since practically all the furfural is extracted during the first few months of 
storage, the increase after the age of 6 months at which point the average is 
1.6 grams per 100 liters is small (Figure 6). 

The average furfural content at age of 4 years is 1.8 grams per 100 liters, and, 
at age of 8 years, 2.0 grams per 100 liters. 

Fusel oil.—The fusel oil (higher alcohols) constitute an important component 
of whisky so far as character and quality are concerned. Its content is largely 
determined by the method of distilling used. The high evaporation point and 
chemical. sluggishness of this constituent are responsible for the fact that the 
original content at age zero remains practically unchanged, although a slight loss 
has been found to occur in most cases. 

Since the absolute quantity of fusel oil remains practically constant, determi- 
nations were made in this study only up to 4 years of age (Figure 7). These 
results have already been given in the previous report. They are nevertheless 
repeated here for the sake of completeness. 

The apparent increase in fusel oil during maturing shown in the figures is 
actually only an increase in concentration; the loss in volume is accounted for 
by the evaporation of ethyl alcohol. 

The average increase in fusel oil concentration after 4 years of maturing is 
27 grams (calculated as amyl alcohol) per 100 liters at 100 proof. 

Solids.—The solid content in whisky is derived from the wood of the barrel 
by extraction, unless the whisky has been treated with toasted wood chips prior 
to barreling. Since all whisky barrels are manufactured from a standard grade 
of white oak, the extracts are similar in character and imnpart to the fimal 
product a definite and authentic quality. 
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Figure 12. Total Acids vs. Esters 


Nearly half the solid contents reached over the 8-year maturing period is 
acquired during the first 6 months; after that the amount of increase decreases 
sharply and approaches a uniform rate after the age of 4 years. 

Because of these sharp changes the average increase for 8 years is almost 
meaningless. It is calculated at 200.9 grams per 100 liters, or 25.1 grams per 
year. The figure of 8.7 grams per 100 liters at age zero is ascribed to the fact 
that a small percentage of the whisky had been treated with toasted oak chips. 
The average increase for the first year was 102.4 grams per 100 liters; of this 
79.0 was in the first 6 months and 23.4 in-the second 6 months (Figure 8). 
The average increase for the next years, up to the age of 4 years, was 18.2 grams 
per 100 liters per year, and for the final 4 years, up to age of 8 years, it was 
11.0 grams per 100 liters per year. The highest point reached was 209.6 grams 
per 100 liters at 100 proof. 

Color.—Similar to solids, color is entirely due to substances extracted from 
the charred oak barrel. Newly distilled whisky is colorless, and the treatment 
of a portion of the whisky before barreling is responsible for the figure 0.032 
at age zero. The color of the aging whisky changes gradually from colorless to 
light and deep yellow, then to amber, and finally to reddish brown (Figure 9). 

Since this development is due to progressive extraction from wood entirely, 
the development curve and characteristics are similar to those of total acids 
and solids. The rate of increase declines rapidly after the first six months 
of maturing. 
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Tannins.—Wood extractives are solely responsible for the tannin content of 
whisky, the same as for solids and color. Therefore, the initial rapid increase 
is again followed by a sharp decrease in rate, although the break occurs some- 
what later than in the case of solids. Observations during the first 4 years of 
maturing indicated a possibility of a steady linear increase, but the results 
of the succeeding 4 years showed the characteristic decrease in rate and asymp- 
totic approach as far the other characteristics. The value shown at age zero 
is against ascribable to the presence of a small quantity of treated whisky. 

The average increase in tannin content during the first 4 years of maturing 
is 47.3 grams (calculated as tannic acid) per 100 liters, and for 8 years, 52.3 
grams per 100 liters at 100 proof (Figure 10). 

pH.—tThe curve representing changes of pH is similar in characteristics to 
those describing properties derived from wood extractives—namely, total acidity, 
solids, tannins, and color except that its graph appears as a mirror image of 
these (Figure 11). This is due to the detinition of pH, which concerns the 
reciprocal of the hydrogen-ion concentration. 

The initial rapid decrease is succeded by a sharp drop in the rate of decrease 
after about 6 months, followed by the typical asymptotic approach after the 
age of 1 year. 

The minimum average Value after 8 years of maturing is 4.20. The average 
decreases of pH during 4 years is 0.68 and during 8 years, 0.72. 


MATHEMATICAL REPRESENTATION 


In the previous publication of results observed over the first 4-year period, 
the hypothesis was established that three of the whisky characteristics—namely, 
total acidity, solids, and color—follow a hyperbolic form. The extension of 
this investigation not only confirmed the propriety of the use of this equation 
type for these three charactistics but indicated that the same form is applicable 
also to most of the other characteristics. 

As already indicated in the first and partial publication of the results of this 
investigation, the development of most of the whisky constitutents (the majoriy 
of which are customarily referred to as congenerics) can be represented by the 
following hyperbolic formula : 





t 
, ae +yo 
a+bt 
where t = age in months; y = value of characteristics; yo — value of char- 


acteristic at t = 0; and a, b = constants. The values of a and Db can be found 
readily since t/y — yo is a linear function of t—namely, t/y — yo = a + Dt. 
The method of least squares (11) was used in determining @ and b. 
Table IV shows the close agreement between values calculated from these 
equations and those determined by actual chemical analysis (observed values). 


CORRELATION OF WHISKY CHARACTERISTICS 


The importance of the correlation between the characteristic constituents has 
been indicated by some of the previous investigators, especially Crampton and 
Tolman (2). The technical and statistical data available to them were probably 
insufficient to permit the establishment of a mathematical interdependence. 

The relationship, as it was found to exist, is undoubtedly of considerable 
practical importance. In the manufacture of the whisky, it will be possible to 
influence a given factor, which is important for final quality but difficult to 
control during production by the manipulation of one of the closely related 
factors which can be changed readily. The analysis may be shortened for 
rapid tests.or quality control by examination of only one of the pairs of closely 
related constituents. Finally, the existence of close relation between certain 
characteristics in normally matured whisky will make it possible in some in- 
stances to detect artificial manipulation and falsification. 

Crampton and Tolman place great importance in this application, believing 
it of great value in the determintion of the adulteration of commercial whiskies. 
The findings presented here confirm this possibility but caution should be ex- 
ercised especially where conclusions are made concerning the age of the in- 
vestigated product based solely on the relation between the various constituents. 

For the purpose of determining relations between values of the characteristics, 
‘seatter diagrams (11) were first set up for all possible pairs of congenerics and 
these actually indicated linearity of relations. One of these scatter diagrams, 
showing the relation of total acids and esters, is shown in Figure 12. 
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As a consequence, the correlation coefficients were calculated. (Statistically, 
if the possible relation between two variables can be assumed linear, the corre- 
lation coefficient, r, will determine the amount of such relation which exists. 
The value of 7 will lie between —1 and +1. The value r=-+1 indicates perfect 
direct relation, r——1, perfect inverse relation. ) 

It was found that proof and aldehyes are two independent variables. In this 
connection, it should be noted that in the early article by Crampton and Tolman 
(2), the statement is made that changes in proof and volume are important in 
their bearing on the changes taking place in substances contained in the whisky. 
Such a relation would have been difficult to understand from the purely chemical 
viewpoint. The authors’ results concerning correlations of proof with constit- 
uent substances indicate no such interdependence. Proof appears to have no 
bearing on changes in the various congenerics. 

Characteristics which were found to be highly correlated were: total acids 
and esters; solids and tannins; solids and color; and tannins and color. Rela- 
tion was also established between total acids and solids, total acids and tannins. 
and esters and solids. 

SPECIAL TREATMENT OF WHISKY 


Attempts have been made from time to time to alter or influence the natural 
maturing process of whisky by the application of various methods of treatment 
either before or shortly after barreling. The purpose of this procedure is to 
impart to the newly made product, within a short time, some of the important 
characteristics which are normally acquired through the extended aging process. 

The practice of so-called quick-aging was of “some importance during the 
period immediately following the prohibition period, which brought about an 
almost complete exhaustion of aged whisky. 

The special treatments then applied have since been completely abandoned by 
practically all distillers. The effect of treatment was at one time of considerable 
importance and is of general interest. 

The treatment can be applied to the newly made product by means of per- 
colation over toasted white oak chips before barreling, or by heating the newly 
barreled product shortly after barreling either with or without the addition of 
toasted chips. 

For this study, comparisons were made of a group of seven barrels of whisky 
which had been treated with toasted oak chips before barreling and eight barrels 
of the same whisky not so treated. All fifteen barrels were of the same manu- 
facture, and stored under identical conditions. 

Some smaller groups of other whisky in different distilleries and warehouses 
were tested similarly, but because the results were largely confirmatory, only data 
cbhtained from the first and largest group are here reported (Table V). 

Chemical analyses were made for samples drawn at regular intervals from 
age zero to 4 years. The values in the table represented the average of the un- 
treated and treated members of the group. 

Statistical analysis of results for treated and untreated samples showed no 
significant difference (4) between values for proof, aldehydes, esters, furfural, 
and pH. No significant difference is shown in the ester values throughout the 
aging period—that is, the esters for the treated whisky continue to increase at 
the same rate as for the nontreated. The development of the esters, which 
contribute to the characteristic aroma of whisky, thus is not stunted in any way 
by the addition of chips. 

On the other hand, a significant difference, shown for color, solids, total acids, 
and tannins, disappears after the 3-year period. Total acids show no significant 
difference as early as after the first month. The results for tannins are all 
higher for the chip-treated whisky, but not significantly so after 12 months. 
Therefore, any contention that the tannins in chip-treated whisky accumulate 
abnormally as the aging continues is disproved. Similarly, the solids content 
is higher for chip-treated whisky, but no significant difference is shown beyond 
18 months. Such differences as are shown after 18 months of age are attributed 
to sampling fluctuations. The values for the chip-treated whisky approach 
those for the nontreated by the thirty-sixth month of aging, so that no excess 
of tannins or solids occurs which would militate against the taste. 

For color, which is reported in per cent transmission (transparency), all 
values for chip-treated whisky were lower (color more intense) but after the 
3-year period the significance of the difference is doubtful. Thus, while the 
addition of chips intensifies the color of the whisky at the start, the ultimate re- 
sults are products which are alike with respect to color whether with or without 
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chip-treatment. The coloring of the chip-treated whisky occurs in advance of 
normal aging. At first its depth is 1 month ahead of time. At 1 month, it is 
equivalent to that at 3 months for normally aging whisky: Beyond that, the 
color is 6 months ahead up to 36 months where an asymptotic approach to a 
common value begins in both costs. 

As it has been shown already that some of the characteristics are closely 
related to those which can be controlled by means of chip treatment, this pro- 
cedure would seem to offer a tool for influencing other characteristics which 
are considered of importance to the quality of the final product. 


COMPARISON OF TYPES 


The results reported for this entire study were carried out preponderantly 
with bourbon whisky. The two main types of whisky, bourbon and rye, do not 
show significant differences in their constituents which can be ascribed to the 
type of grain predominantly used in the mash. Other factors in the distilling 
operation are of greater influence on the constituents than the types and propor- 
tions of original grain. 

As a rule, the difference in the proportion of grains used for the various types 
is not as great under modern practice as before prohibition, but even in cases 
of extreme uses of one grain or another (corn or rye), chemical analysis cannot 
find the difference which organoleptic examination (by taste and smell) is able 
to detect. 

The differences in characteristics pointed out by other investigators are chiefly 
due to production procedures, especially distillation, and maturing conditions. 
Crampton and Tolman (2) state in their conclusions that rye whiskies show a 
higher content in solids, acids, esters, etc., than do bourbon whiskies, but this is 
explained by the fact that heated warehouses are almost universally used for 
maturing of rye whiskies, and unheated.warehouses for the maturing of bourbon 
whiskies. 

The conditions referred to by these investigators have long since changed mate- 
rially. All facters important for maturing are carefully controlled in modern 
warehouses, and consequently the differences referred to in the above quotation 
are no longer encountered. 

The results of such studies made in this investigation as concern differences 
in type are entirely consistent in this respect. 

The comparisons made were under identical conditions as to distilling, treat- 
ment, cooperage, and location; 24 barrels equally distributed between bourbon 
and rye were observed. These barrels were divided for the two types of whisky 
into groups, homogeneous as to disillery, treatment, source of cooperage, and 
warehouse construction. 

The results of this comparison are given in table VI. 


EFFECT OF WAREHOUSE CONSTRUCTION 


To test the possible effect of different warehouse constructions on the maturing 
whisky, samples were examined from barrels of whisky homogeneous with respect 
to all other factors. 

The figures in table VII represent average values obtained from 50 barrels. 
These barrels were divided, for the two types of warehouses—concrete and rack 
(wood)—into groups homogeneous as to type of whisky, treatment, cooperage, 
and distillery. No significant differences in the characteristics could be found. 
The only exceptions were the values for proof which were higher for barrels in 
rack warehouses than for corresponding members of the group in concrete ware- 
houses. This difference can be ascribed to higher temperatures which prevail at 
least in the upper sections of the rack warehouses. 

The absence of a decided difference between the two types of warehouses can 
be ascribed to the fact that both types were of relatively modern construction 
and temperature controlled as far as heating and ventilation permitted. 


EFFECT OF COOPERAGE 


The effect of cooperage was studied in two distilleries where it was possible 
to set aside homogeneous groups differing only as to the source of cooperage. 
Conditions made it difficult to establish corresponding groups of equal size. In 
one instance the sample sizes were two and four, and in the other, two and 
eight. Consequently, the significance of the results should be judged accordingly. 
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In distillery I, the results from manufacturers J/, and M, showed little differ- 
ence. This is not surprising, as all barrels were ordered to specifications and 
Were accepted only after close inspection. Nevertheless, the proof in J/, barrels 
was always higher, indicating greater permeability for water vapors, and in the 
same barrels, higher values appeared for furfural, color, and pH. 

In distillery II, barrels from manufacturers M; and M, showed only slightly 
different results. Higher values appeared consistently for barrels from J/, for 
total acids, esters, solids, tannins, and color. Obviously, differences either in 
qualities of the wood or degree of charring or both were responsible. 








SUMMARY 













A systematic study has been made on a representative sample (469 barrels) 
of the changes occurring in American whisky while maturing. 

The changes in American whisky while maturing over a period of 8 years are 
given in a table of eleven characteristics. 

Most of the important characteristics of whisky undergo changes due to or 
influenced by substances extracted from the barrel. The extraction of these sub- 
stances is greatest at the beginning of the storage period and decreases at a 
gradually diminishing rate. These changes are mathematically expressed by 
a hyperbolic equation representative of the asymptotic approach to a maximum 
value. 

A close correlation has been shown between several characteristics, especially 
between total acidity and esters. 

The choice of grains has a relatively small influence on the chemical composi- 
tion of whisky. 

Changes while maturing in different types of whisky (bourbon and rye) are 
similar. 
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Mr. Street. I call attention to the fact that Dr. Shipman’s state- 
ment, made at that hearing, was not challenged in any particular, 
because his statement is in accord with all of the technical knowledge 
on the subject in this country. And I also call your attention to 
the fact that that statement has not been challenged in this hearing. 

Since there is no question concerning improvement of quality, there 
must be some other reason why a few companies seek to obtain the 
passage of H. R. 5367. Particularly is this true because at the time of 
the last hearing in April 1953 there was stored in bond in this coun- 
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try almost an 8-year supply of whisky, based upon the then rate of 
usage. Because of curtailments of production since that time, we 
now have, and for about 15 months have had, slightly less than 
a 614-year supply of whisky based upon the current rate of usage 
of approximately 110 million gallons a year. This supply is in line 
with the supply maintained prior to World War IT so that it seems 
fairly certain that we now have inventories balanced in line with 
sales. This being true, there is no substantial danger of forceouts 
on a large scale for the industry as a whole. At the time of the last 
hearing it was freely predicated that during 1953 and 1954 many 
companies would be forced into bankruptcy because of the necessity 
of taxpaying 1945 and 1946 distillations which, at that time, were 

approaching the 8-year force-out period. All ‘of that whisky has 
now reached 8 years of age and I call particular attention of the com- 
mittee to the fact that there has been no abnormal disruption within 
the industry as a result of taxpaying the 1945 and 1946 distillations 
remaining in bond. 

Consequently, the reason why a few companies desire the passage of 
H. R. 5367 is not to obtain relief, but to obtain a competitive advantage 
at the expense of other companies in the industry. This would 
result if H. R. 5367 becomes law because of a varying impact which 
the law would have on different companies. For instance, Schenley, 
which is leading the fight for the » passage of this bill, has large quan- 
tities of whiskies which are now 7 and 8 vears of age ‘and which could 
be matured to 10 and even 12 years of age by holding these whiskies in 
bond rather than bottling them. On the other hand, many companies 
such as my own do not have any large quantities of the 7- and 8-year- 
old whiskies. For instance, my company, Brown-Forman, has only 
a 5-year supply of whisky on an overall basis and holds only minute 
quantities of whiskies which are 6 and 7 years of age. There are 
other companies which have also properly marketed their whiskies 
by bottling their oldest maturities first. All of these companies would 

be affected adv ersely because undoubtedly an effort would be made 
to sell the American public on the mistaken fact that 10-year-old 
whisky, for instance, is better than 5-year-old whisky. Certainly 
many companies would be delayed by 2 or 3 years in competing with a 
company like Schenley in marketing 10- and 12-year-old whisky. This 
would provide Schenley with a competitive advantage, which it should 
not be allowed to enjoy. That is the reason why the majority of 
the industry has consistently insisted that any bonding extension law 
should be for relief only, and should contain measures protecting com- 
panies which have marketed their whiskies in a traditional and pru- 
dent manner. 

Furthermore, if H. R. 5367 becomes law, nearly all of the companies 
in the industry except the four largest compnies would be adversely 
affected with respect to future pr oduction. U ndoubtedly there would 
be a mad rush to accumulate inventories so as to be able to merchandise 
brands at 10 and 12 years of age. This would require the maintenance 
of a 10-year or 11-year inventory of whisky for normal sales rather 
than a 5- or 6-year inventory which is now maintained by most com- 
panies in the industry. Such a 10- or 11-year inventory would require 
a doubling of warehouse space and a doubling of inventories carried in 
bond. It is to be seriously doubted whether any of the companies in 
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the industry, except the four largest companies, could meet success- 
fully this unfair competitive challenge. 

r. Mason. I voces if we could get the names of those four large 
companies / 

Mr. Srreer. The so-called big four in the whisky industry are Sea- 
gram, Schenley, National, and Hiram Walker. 

The reason is that working capital would not be available to bwild 
the additional warehouses necessary, and {ill those warehouses with the 
whisky necessary to maintain a 10- or 11-year inventory. Over a period 
of some 20 years those medium sized and small companies remaining in 
the industry have built up working capital which is adequate for their 
business under current conditions. If, however, because of the im- 
pact of H. R. 5367 those companies were required to double their work- 
ing capital, it is to be doubted if they would be successful in doing so, 
Bankers simply are not interested in supplying borrowed capital 
which, in the long run, would not result in increased sales and would 
not produce additional net profit. This would also be true with re- 
spect to equity capital. Under the circumstances there would be a 
terrific further concentration within the industry so that in all prob- 
ability the domestic industry would be concentrated in four large 
companies. Today practically all of the automobile business is con- 
centrated in three companies. If this law is passed, the result would 
be that all of the domestic whisky business would be concentrated in 
four companies. You gentlemen of the Ways and Means Committee 
should not sponsor the passage of a law which would have the effect 
of forcing many companies out of the whisky business. 

It is our conviction that bonding extension in the form proposed, 
H. R. 5367, is not in the best interests of the industry, particularly the 
smal] distillers and the wholesalers and retailers in the industry. We 
believe, on the contrary, that bond extension in this form would add 
greatly to the problem currently besetting the industry; it would in- 
crease operating costs sharply at all levels, and it would cut even 
further into the profit margin available to distillers, wholesalers, and 
retailers. There are already more than 750 nationally advertised 
whisky brands on the market; this proposal would result in a rash of 
new 10-, 12-, and 15-year-old and older labels; magnifying inventory 
and marketing problems beyond all bounds of common sense. 

The whisky industry is a sick industry, but we do not think that 
unlimited bonding extension will provide any answer to the industry’s 

roblems. This industry’s sickness can be cured in only one way— 

y a tax reduction. This industry cannot compete with the illegal 
operator because that operator does not have to pay the prohibitive 
$10.50 Federal tax nor the various State excise taxes. The moon- 
shining business has grown and grown steadily since World War II. 
In 1946 Federal and State authorities destroyed approximately 9,000 
stills. In 1954 those same authorities destroyed approximately 22,000 
stills. Whereas for many years the illegal operation was restricted 
to the Southeastern United States, it has now become a big business 
in many other areas. 

As a result, sales of tax-paid whisky have stagnated. In 1942 con- 
sumption of tax-paid whisky in this country was 190 million gallons. 
In 1954 consumption was 189 million gallons, although in the inter- 
vening 12 years there had been a substantial increase in population 
and a dramatic improvement in the economic welfare of the people 
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of this country. If the Federal tax is reduced to a sensible level, the 
legal industry will be able to compete with the moonshiners, and thus 
the liquor industry will recapture practically all of the business which 
has been lost to the illegal operator. Only in that manner can there 
be any increase in sales of whisky and any improvement in the health 
of the distilling industry. 

We submit that H. R. 5367 does not solve any of the problems of the 
whisky industry; is not in the best interests of the industry; and 
should not obtain the approval of this committee. 

Mr. Chairman, that concludes the prepared portion of my state- 
ment. But for a moment I would like to address myself to a statement 
made by Mr. Gilbert on behalf of Schenley’s, to the general effect that 
the companies opposing the passage of the Eberharter bill were either 
two companies which have interests in Canada, or companies which 
are beholden to those two companies, and he named them, Seagram 
and Hiram Walker. 

I want you gentlemen to understand that we have led the fight 
against the passage of the unlimited bonding extension. 

My company in a Kentucky company. We own no interest in Can- 
ada or anywhere else in the world except in Kentucky. We have no 
imports of any kind. 

There are many other companies in exactly the same position, which 
are opposing the passage of this bill. And all of us resent the implica- 
tion that in some manner we are beholden to those two companies 
named. 

We are fighting the passage of this Eberharter bill on our own ac- 
count and on our own account only. 

Thank you very much. 

Mr. Mitts. That concludes your statement, Mr. Street ? 

Mr. Srreer. Yes, sir. 

Mr. Miuis. Are there any questions? 

Mr. Mason, of Illinois, will inquire. 

Mr. Mason. I want to say to the witness that that is very specific, 
definite testimony that we can put our teeth in, and I appreciate it very 
much. 

Mr. Srreer. Thank you, sir. 

Mr. Mitis. Mr. Karsten, of Missouri, will inquire. 

Mr. Karsten. Mr. Chairman, I would like the witness to return to 
page 4 of his statement, if he would. 

In the middle of the page, you have the sentence : 

All of these companies would be affected adversely, because undoubtedly an 
effort would be made to sell the American public on the fact that 10-year-old 
whisky, for instance, is better than 5-year-old whisky. 

I understood you to say “mistaken fact.” Is that correct ? 

Mr. Srreer. I inserted that. Because it would be a mistaken fact, 
not a fact as such. 

Mr. Karsren. On the mistaken fact that 10-year-old whisky, for 
instance, is better than 5-year-old whisky? Now, if that is an erro- 
neous fact, would not the Alcohol Tax Unit and the Federal Trade 
Commission be able to step into the picture and limit such claims? 

Mr. Srreer. We doubt that very seriously. 

Mr. Karsten. You what? 

Mr. Srreer. We would doubt that they would have any authority 
to take the step which you have suggested. 
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Mr. Karsren. Well, I might cite an example to the contrary, in con- 
nection with the size of beer cans. In St. Louis, we manufacture a 
lot of beer, and we have had the Alcohol Tax Unit stepping in there 
stating that the size of the container is deceptive, when the volume is 
plainly marked on the container. So it seems that they would have 
great jurisdiction to go into matters of this kind if they saw fit to do so. 

Would you agree with that ? 

Mr. Srreer. 1 would suggest to you that the problem is not quite 
that simple. There are many changes which take place in whisky 
which are outlined in the statement of Mr. Shipman, which I have 
filed asa part of my statement. Up toa certain point, the outstanding 
characteristic of whisky is the original characteristic of the whisky 
itself. 

Then whisky has to come in balance, that is, where the aging 
factors and the original factors are in balance. And that is when 
the whisky reaches its full maturity. And then beyond that point 
the outstanding change characteristic is the tannic acids from the 
barrel itself. As those increase, the whisky attains a very woody 
taste, and for that reason it is the consensus of opinion in the industry 
that when whisky gets out of balance it deteriorates rather than im- 
proves. But not all elements of the industry would agree with that 
position. 

Mr. Karsten. Let us return to those words— 

The mistaken fact that 10-year-old whisky, for instance, is better than 5-year- 
old whisky. 


You say in your next sentence 


Certainly many companies would be delayed by 2 or 3 years in competing 
with a company like Schenley in marketing 10- and 12-year-old whisky. 

Now, do you mean that all the rest of the distillers are going to 
engage in the practice of deceiving the American public also‘ 

Mr. Srreer. That I cannot answer for you, sir, because I don’t 
know what any individual company might do if this Eberharter bill 
became law. 

Mr. Karsten. What do you mean by your statement? Could you 
enlighten me in that connection ? 

Mr. Srreer. I mean that undoubtedly, in order to protect them- 
selves, as a defensive measure, most companies would build up in- 
ventories, so that they would carry inventories at least 10 years of 
age. 

Mr. Karsten. And engage in a deceptive practice / 

Mr. Srreer. I don’t know whether you would call it a deceptive 
practice or not, sir, but I am quite sure that most companies would 
probably see to it that they had an adequate inventory to protect 
themselves defensively. 

Mr. Karsren. That is all, Mr. Chairman. 

Mr. Mitts. Mr. Simpson, of Pennsylvania, will inquire. 

Mr. Stupson. Where do they get the 10-year-old whisky today / 

Mr. Srreer. They don’t have it today. They would have to age it 
from 8 to 10 years of age. 

Mr. Simpson. You can go down and buy 10- and 12-year-old whisky ; 
‘an you not? Can you not buy 10-year-old whisky downtown, and 
8-year-old ? 

‘Mr. Srreer. If so, it is in very minute quantities. 
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Mr. Sruwpson. Where does it come from? 

Mr. Street. Some companies have been taxpaying whisky at 8 years 
of age and have carried it in small quantities to 10 and 12 years of 
age and have marketed it. But that type of whisky is very small as 
compared to the total. 

Mr. Srmpson. There is no time limit on the whisky from abroad; is 
that right? 

Mr. Srreer. No, sir. There is the limit of 15 years in Canada. I 
am not too familiar with the laws controlling Scotch whiskies. 

Mr. Sueson. Well, they have a monopoly, then, on the older whisky. 
Is that correct? 

Mr. Srreer. There are some whiskies sold in the United States on 
which an age beyond 8 years is claimed. That amounts to about one- 
eighth of 1 percent of the total whisky sold in this country. 

Mr. Simpson. If I understand correctly, you are objecting to Amer- 
ican-made whisky competing with the foreign whisky, because you 
do not want us to change the law so that they could claim age over 8 
years here. 

Mr. Street. For reasons that I have stated here in my statement, 
we do object to an unlimited extension of the bonding period. 

Mr. Srmeson. But you do not object to the bringing it in from 
abroad. 

Mr. Srreer. We have no objection whatever, because it does not 
create any real competition for the American industry. 

Mr. Srapson. If the American citizen wants to buy the older 
whisky, you are inferring that he could buy the foreign whisky, then? 

Mr. Srreer. He could if he so desired. 

Mr. Miuus. Mr. McCarthy, of Minnesota, will inquire. 

Mr. McCarrny. I don’t think you have answered satisfactorily 
the question of Mr. Karsten as to advertisements which either state or 
imply that the whisky is 8 years old and therefore is better than 5- 
year-old whisky. Is it, in your opinion, misleading advertising to 
make such a statement ? 

Mr. Srreet. I would not say so necessarily, with respect to 8-year- 
old whisky, and I would call your attention to the fact that there is a 
great deal of difference between characteristics of whisky produced 
in this country. Some whiskies age somewhat more quickly than 
others. 

Mr. McCartuy. Then it becomes altogether a matter of taste or a 
matter of conditions over which the purchaser has no real knowledge 
or control, or even perhaps the distiller. You could sell whisky in the 
same way that wine is sold, on the basis of the particular vintage or 
the kind of barrel that it was put into. 

Mr. Srreet. I don’t think the public as such would be in a position 
to determine the quality of a whisky from its taste. 

Mr. McCarrny. The public then could have no basis upon which to 
know whether the whisky was good or not good ? 

Mr. Srreet. That is a very difficult question to answer, because 
some whisky might be so bad that it would have a very bad taste. But 
most whiskies that are sold in this country, I would say, or at least 
practically all, are potable whisky as such. 

Mr. McCarruy. Then you would say that on the basis of the brand 
names, there is certain standardization. 
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Mr. Srreet. Of course, the manufacturers protect their brand name, 
their better brand names. They see to it that the quality of the 
whisky in that bottle is of the highest quality. 

Mr. McCarruy. Would you say in general that age has no bearing 
upon the quality of the whisky : 

Mr. Srreer. Beyond a point. I definitely say that. 

Mr. McCarrny. Well, beyond what point? 

Mr. Street. That point when the whiskies have reached full ma- 
turity and are in good balance. They do not improve in quality 
beyond that date. 

fr. McCartruy. Do you think it would be more honest to have the 
Government examine the whisky and say, “This whisky has passed this 
point of maturity,” rather than have the dealer himself say that 
certain whiskies are 8 years old, 10 years old, and 12 years old? 

Mr. Srreer. I am not prepared to answer that question for you. 
1 don’t know what standards beyond those already in effect 

Mr. McCarruy. You have said the whisky reaches a point beyond 
which it does not improve, and I assume that the distiller knows when 
that point of maximum improvement is reached, and the Government 
agency could also know when the whisky reaches that point and say, 
“This whisky is right,’ or “This whisky has passed beyond that 
point.” You can do it with oranges and apples. Can you do it with 
whisky or can’t you? 

Mr. Srreer. There has never been any effort made by the Alcohol 

Tax Unit of the Federal Government to pass upon the quality of 
the whisky as such. 

Mr. McCarruy. It is not a question of whether it has been done 
in the past. On the basis of your testimony, it would seem to me that 
it could be done. We are trying to protect the American consumer, 
or at least I think you are concerned that he get full value for wh: at 
he pays. You said that the indication of the age of the whisky could 
be misleading, and it is suggested that there is another means of 
determining when whisky is best, and that that point can be deter- 
mined. If so, would you suggest that the Government, as it does with 
meat, for example, indicate whether this whisky is best, or second 
best? Or would you rather not have that done? 

Mr. Srreer. As far as my own individual company is concerned, 
we would be very happy to have such standards set up, but I don’t 
think that they would be acceptable to the industry or to the Govern- 
ment as a whole. I don’t think that the Gover nment would want to 
undertake the task of having to chemically examine every batch of 
whisky before it is dumped to ) determine the point of maturity reached 
by that particular whisky. The cost would be excessive. 

Mr. McCarry. The Government is concerned about misleading 
advertising, and you have indicated that the emphasis on age, the 
emphasis given in whisky advertising on age, is in a sense misleading. 
And I gather from your testimony that you would say it is seriously 
misleading. 

Mr. Srreer. That is correct. 

Mr. McCartuy. So that we might give attention to trying to correct 
that situation. 

Now, one other question: 

Would you admit that the producers of older whisky in this coun- 
try are at a competitive disadvantage with imported whisky, because 
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of the manner in which our own alcohol tax is imposed on domestic 
producers or distillers and the way in which the customs duties are 
imposed on imported whisky 4 

Mr. Srreer. Not at all. 

Mr. McCarrny. There is a difference; is there not ? 

Mr. Srreer. There is a difference. For instance, we do not have in 
this country any requirement that there must be a certain number of 
gallons of whisky in the barrel at any given time. Under the Cana- 
dian system they do have such a requirement, and it is a rather tight 
requirement. For instance, under Canadian law, at the end of 8 
years the total maximum outage allowed is 27 percent. I would say 
that in this country the maximum outage or average outage at the 
end of 8 years would probably exceed oF percent, so that we would 
have to pay under that system a tax on whisky which didn’t exist 
even at the 8-year period. 

Mr. McCarrny. Could you tell me this: Assume there is 50 gallons 
of Schenley’s whisky which is 8 years old, which is sold in this country 
today, and 50 gallons of Seagram’s Canadian produced whisky is sold 
in this country. How muc h tax would have been paid on the 50 gal- 
lons of American-produced whisky, and how much tax would have 
been paid on that whisky produced in Canada, before it was sold ? 

Mr. Srreer. The domestic tax, the $10.50, would be paid on both 
whiskies, both the domestic and the imported whisky. In addition 
thereto, there is an import duty paid on whiskies imported into this 
country. 

Mr. McCarrnuy. All right. Assume that the Schenley whisky has 
been held for 12 years and the Canadian whisky has been held that 
long also. W ould there be a difference then ? 

Mr. Srreer. No. Not in the amount of tax that could be paid. 

Mr. McCarruy. Well, you have had evaporation, have you not, in 
the case of the American whisky ? 

Mr. Srreer. There would be some. 

Mr. McCarruy. And you would have had it paid at the end of 8 
years in the case of the American whisky, but not until 12 years in 
the case of the Canadian whisky ? 

Mr. Srreer. That is correct. 

Mr. McCarrny. So there would be a competitive advantage to the 
Canadian whisky at the end of 12 years over the American whisky 
which was 12 years old. 

Mr. Srreer. Well, we would not so consider it, but it might appear 
to be. 

Mr. McCarrny. It is a competitive advantage, at least as far as 
tax is concerned. 

Mr. Srreer. As far as tax is concerned, that difference would exist. 

Mr. McCarruy. That is all, Mr. Chairman. 

Mr. Miuts. Mr. Byrnes of Wisconsin will inquire. 

Mr. Byrnes. Do you have any information as to the ages at which 
whisky is marketed today? W ‘hat age has the bigger percentage of 
the consuming market? In other words, you can sell bonded whisky, 
bottled in bond, 4 years old. 

Mr. Srreer. That is correct, from 4 to 8 years. 

Mr. BYRNES. So you sell the bonded 4-year-old, and you sell the 
bonded 5, 6, 7, and 8, 1 suppose. 

Mr. Srreet. That is true. 
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Mr. Byrnes. You also have whisky, bourbon, that is sold without 
being bonded, the 86 proof. Do you have any breakdown of the total 
that 1s consumed in the various age brackets? 

Mr. Srreer. No, sir. That would be impossible, for this reason: 
Under the law as it stands, it is possible to sell 8-year-old whisky and 
label it 4 years. In other words, you can understate age, but you 
cannot overstate. 

Mr. Byrnes. Do people understate the age / 

Mr. Srreer. Oh, yes. Under the regulations—and it is quite fre- 
quently true—whisky is understated with respect to age, and also 
in the case of that whisky that goes into blends there is no requirement 
that the age of all those whiskies be stated on the back label. So it 
would be impossible for us as distillers to answer your question with 
any degree of accuracy. That would have to come from the Alcohol 
Tax Unit. 

Mr. Byrnes. If you understated the age, what would be the purpose 
in —- that ¢ 

Mr. Srreet. Oh, there have been times when we have understated 
age on our own whiskies, simply because we do not want the age shown 
as a variant to any degree. 

Mr. Byrnes. If there is a tendency to underestimate the age, I have 
trouble in seeing why letting them keep it in bond, let us say, for 12 
years is going to encour age them to get into a 12-year or 10-year cate- 
gory. ¥ ou see what is troubling me ? 

Mr. Srreer. I understand. But I cannot answer for you as to the 
amount of bottled whisky in this country on which the age may be 
understated. That information would be available only through the 
Alcohol and Tobacco Tax Unit. 

Mr. Byrnes. I can understand your becoming concerned with re- 
spect to our urging a policy which would reflect ‘itself in the industr y 
and produce an attempt to up-price the cost of whisky and everything 
else, so that everything was described as 12-year-old or a higher age. 
But if your present market does not respond to the 8-year per riod, I do 
not know why we should expect that it would respond to a longer 
period. I was trying to get some information about that. 

Mr. Streer. Of course, Mr. Byrnes, there is so little 10- and 12-year- 
old whisky sold in this country. It is almost a collector’s item. There 
is just no way to tell what the response of the American public would 
be if there were large quantities of 10- and 12-year-old whisky avail- 
able for the market which would be sold through nationally adver- 
tised brands. 

Mr. Byrnes. I thought we might get some idea of that if we could 
see to what extent they were today capitalizing on the fact that the 
industry can go to 8 years. I have not seen where there is much 
of a market in this top-aged whisky. My impression is that there is 
not much of a market to absorb the 8- year-old; a small percentage. 

Mr. Srrerr. You understand that 8-year-old whisky can be bottled 
on only 1 day; and that creates quite a problem. So that not many 
companies are willing to carry whisky to the 8-year deadline with the 
idea of merchandising it in large quantities. Consequently, we don’t 
know how the market would react to age statements with respect to 
whisky. But there are some whiskies being sold with an 8-year age 
claim made with respect to them. But there isn’t any very large 
quantity of it as compared to the market as a whole. 
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Mr. Byrnes. What is the age at which the great bulk of your whis- 
kies moves into the market ? 

Mr. Srreer. I would say 5- and 6-year-old whiskies are the dom- 
inant age at which whiskies are bottled in this country today. 

Mr. Byrnes. Thank you. 

Mr. Sapiax. Mr. Chairman. 

Mr. Minus. Mr. Sadlak of Connecticut will inquire. 

Mr. Sapiak. Actually, Mr. Street, that is the reason why your firm 
does not have any 8-year-old whisky at the present time. You have 
used it up with other ages, have you not ? 

Mr. Srreer. That is correct. We bottle our oldest maturities first, 
which is the standard practice in this country. Other companies have 
not chosen to follow that practice. And that is why many companies 
have ended up with an inventory which emphasizes our problem. 

Mr. Saptak. You are testifying today in behalf of the overall 
industry ? 

Mr. Srreer. And in behalf of my company and its position as a rep- 
resentative company in the industry. 

Mr. Sapiak. Mr. Street, while this is not directly affected by what 
we have here today, on page 6 you told us about 22,000 stills being 
destroyed in the last year. You also give as a remedy for this in- 
creased bootlegging that if there was a Federal tax reduced to a sensi- 
ble level, you are sure that you would be able to compete with the boot- 
leggers. What in your estimation is the sensible level ? 

Mr. Srreer. We have consistently maintained for many years that 
a $6 tax is the level at which the industry could overcome practically 
all of the moonshine competition. We do not suggest to you that the 
reduction from $10.50 to $9 would be a complete solution to that prob- 
lem, but it would be a partial solution only. 

Mr. Sapiax. Thank you very much. 

Mr. Mitts. Are there any other questions? 

If not, we thank you, Mr. Street, for your appearance and the in- 
formation given the committee. 

The Chair is advised that Mr. A. Smith Bowman, Jr., of Fairfax 
County, Va., desires to be heard by the committee for 1 minute. Is 
there objection to hearing Mr. Bowman at this time? 

The Chair hears none. 

Mr. Bowman, come forward. We will recognize you for a minute, 
after you give your name, your address, and the capacity in which 
you appear. 


STATEMENT OF A. SMITH BOWMAN, JR., DISTILLER, SUNSET HILLS 
FARM, VIRGINIA 


Mr. Bowman. I am A. Smith Bowman, Jr. My brother and I own 
Sunset Hills farm, located within 20 miles of here, and as a sideline 
we have a small distillery. We only make about 7,000 barrels a year. 
We are not confronted with this tax problem, because we haven’t a 
drop of whisky over 5 years old, and we have a bigger demand for 
our whisky than we have a supply. 

However, I do appreciate that there are many people in the industry 
who have this problem, and I think that they ought to have some 
relief on the whisky that they have in bond at the present time. 
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I am also a director of the Distilled Spirits Institute. And my 
company and I feel very vigorously that we want to support their 
position. 

We want to vigorously support the Distilled Spirits Institute plat- 
form, and we are very much not in favor of the Eberharter bill. 

I didn’t expect to say anything today, but I appreciate this 
opportunity. 

Mr. Mixts. We thank you for your appearance, Mr. Bowman, and 
the information you have given the committee. 

Mr. Harrison. I wanted to ask him one question. 

Will you state for the record the names of the whiskies you make? 

Mr. Bowman. Virginia Gentleman and Fairfax County. 

Mr. Mus. The Chair understands also that Mr. Frank R. Schwen- 
gel, the president of the Seagram’s Distilleries, would like to be heard 
in opposition to the bill; and as the Chair recalls the opponents have 
about 3 or 4 minutes of their time remaining. 

Now, if you can confine your statement, Mr. Schwengel, to that 
time, and there is no objection, the Chair will recognize you. 

Is there objection? The Chair hears none. 

You may proceed, Mr. Schwengel. 


STATEMENT OF FRANK R. SCHWENGEL, PRESIDENT, JOSEPH E. 
SEAGRAM & SONS, INC., NEW YORK, N. Y. 


Mr. Scuwence.. My name is Frank R. Schwengel. I am president 
of Joseph E. Seagram & Sons, Inc., an Indiana corporation. 

It was not my intention to testify. I have no prepared statement, 
except for the notes I made during the hearing. 

My company is wholly in support of the views expressed by the Dis- 
tilled Spirits Institute. I have personally and very patiently tried to 
work on this problem of relief, which the Eberharter bill does not 
truly give, though it does present great problems which may hit the 
whole industry in future years. 

However, in the spirit of fair play, I am impelled to refute the 
melodramatic plea, the impetuous, and irresponsible accusations, made 
by the first witness on page 5 of his prepared statement, in which he 
states that “too many of the industry are beholden to the Canadian 
cartel”—a hard word—conducted by Seagram’s. 

This is obviously a diversionary appeal. It is a smokescreen to 
cover up the principles in issue. 

The attack upon Seagram and Canada is a red herring. 

The bonding laws cover all distilleries in this country, and the vast 
yroportion of Seagram business is in products produced in the United 
States, in American plants, of American ingredients, by American 
labor, under the authority of a board of directors, all of whose mem- 
bers are citizens of the United States. 

The statement that American whisky is shipped to Canada and 
returned here under a Canadian label is deliberate falsehood, and 
known to be such by the person who made it. 

As to the statement that Seagram buys bulk whisky in the United 
States, the facts are that Seagram since repeal has always bought 
whiskies to round out its inventories. These whiskies are used in the 
United States, and only a minute proportion of the total has been 
shipped to Canada. And incidentally, the purchase of such bulk 
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whisky to round out the inventories is a traditional American prac- 
tice engaged in actually by all distillers, including Schenley. And 
many of the smaller distilleries have traditionally produced bulk 
whiskies for sale to other distilleries in the open market and without 
any thought of selling to distributors under their own brand name. 

Mr. Mus. I will have to interrupt your statement. You will be 
permitted to extend your remarks to such length as you desire, but the 
opponents have used about an hour, and under the agreement an- 
nounced by the chairman of the committee as the hearings opened this 
morning, the time was to be divided between the proponents and op- 
ponents, and the opponents have now had an hour. Without objection, 
you may include in the record of the hearings such additional remarks 
as you care to insert. 

Mr. Scuwence.. Thank you, Mr. Chairman and gentlemen. 

Mr. Miuuus. Thank you, sir. 


(Mr.-Schwengel later submitted the following statement :) 


STATEMENT OF FRANK R. SCHWENGEL, PRESIDENT, JOSEPH E. SEAGRAM & Sons, INC. 


Mr. Chairman and gentlemen of the Committee on Ways and Means, my name 
is Frank R. Schwengel. I am president of Joseph E. Seagram & Sons, Inc., an 
Indiana corporation. 

It was not my intention to testify at this hearing. I have no prepared state- 
ment except for the notes I have made during the course of this hearing. 

My company is wholly in support of the views presented by the Distilled Spirits 
Institute. Personally I have worked patiently with other members of the in- 
dustry over a period of several years in an effort to evolve, with them, a plan 
for relief for those who may have excess stocks of whisky over the present age 
limitation ; which, by the way, the Eberharter bill does not prov ide. On the other 
hand, it presents possible greater problems for the industry in the future years. 

In the spirit of fair play I am impelled to refute the melodramatic plea and 
impetuous, irresponsible, and unfounded accusations made by the first witness 
on page 5 of his prepared statement in which he states, and I quote, “too many 
of them (American distilling companies) are beholden to the Canadian cartel 
conducted by Seagram,” end of quote—that word “cartel” you will admit is a 
harsh untruth as is the charge that the independent American distillers oppos- 
ing the Eberharter bill are “beholden to Seagram.” 

This statement is obviously diversionary. It is a smokescreen in an effort to 
obscure the principles at issue. 

The attack upon Seagram and Canada is a red herring. The United States 
bonding laws cover all distillers operating in this country. The vast proportion 
of Seagram business is in products produced in the United States, in American 
plants, of American ingredients, by American labor, and under the authority of 
a board of directors all of whose members are citizens and residents of the 
United States. 

The statement that American whisky is shipped to Canada and returned here 
under Canadian label is a base, deliberate falsehood and known as such to the 
person who made it. I refer this committee to the testimony of an official of the 
Internal Revenue Service who declared on February 24, 1954, in the hearing 
before the Committee on Finance of the United States Senate on the extension 
of the bonding period on liquor that whisky exported from the United States 
“can't be reimported as whisky” (p. 44, doe. 44235). 

As to the statements that Seagram buys bulk whisky in the United States, 
the facts are that Seagram, since repeal, has always bought whisky to “round out 
its inventories” because no one distiller can produce all of the hundreds of 
different kinds of whiskies that are produced annually. This whisky is used 
in the United States and only a minute percentage of the total has ever been 
shipped to Canada or elsewhere. 

(At this point the chairman of the committee announced that the time set for 
the hearing had elapsed. He further announced that by unanimous consent of 
the committee the relator was authorized to submit the incomplete portion of his 
statement and that same be included in the record of the hearing. ) 

Incidentally, the purchase of bulk whisky to round out inventories is a tradi- 
tionally American practice engaged in actually by all distillers, including 
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Schenley, and many of the smaller distillers have traditionally produced bulk 
whisky for sale to other distillers and bottlers on the open market and without 
any thought of selling it to consumers under their own brand names. 

It is regrettable and shocking that a proponent of the Eberharter bill in these 
august chambers would aim to assassinate the character of so many fine people in 
the American distilling industry. 

This industry has come a long way from the deplorable days before prohibi- 
tion when the public interest was never considered. It is most regrettable that 
now, once again, the specter of such unlamented and antiquated thinking should 
rise again to plague our industry, this committee, and the public welfare. 

The pertinent facts that govern the present situation are few and they are 
simple. Once understood, they will remove the veil of suspicion and the shadow 
which has been cast around the question of the need for the extension of the 
bonding period. 

There is no advantage in production enjoyed by any one country over the 
other. Each country has its own laws and regulations governing the production 
of whisky, the aging of whisky, the warehousing of whisky, and the bottling of 
whisky, based on its own long historical experience. Any distiller operating in 
one country has exactly the same advantages and disadvantages as the other in 
that country. Incidentally, every major distiller in the United States has 
affiliates in Canada and some in Scotland, and imports whiskies from these 
affiliates into the United States under their own brand names and without any 
restrictions or advantages of one over the other. 

Any suggestion that an advantage is enjoyed by one distiller over the other 
is a deliberate distortion of the truth designed to confuse the issue. Each 
distiller can produce or import domestic whiskies from abroad as he sees fit 
without discrimination. 

Incidentally, of all the distilled spirits sold in the United States in 1954, only 
about 5 percent were of Canadian origin; and even for Seagram, well over 90 per- 
cent of the wiskies sold in the United States are other than Canadian whiskies. 

No sound thinking distiller is opposed to the principle of granting of genuine 
relief to true hardship cases as a result of the workings of the bonding period 
law or any other law. But we do deplore and resent deeply, the attempt by 
anyone to capitalize on his distress and to try to convert relief to competitive 
advantage. When someone loses his position and goes on relief, it is hardly 
expected that as a result of his misfortune the Government will suddenly decide 
to improve his standard of living beyond that which he enjoyed in a free com- 
petitive system. 

May I express to this committee my personal regret at being forced to take 
public issue before it with another member of the industry. But I feel that you 
will understand in the spirit of fairness to the company I represent, the dis- 
tinguished position it holds in American industry, and to myself personally, that 
I was forced to speak up. May I thank you, Mr. Chairman and members of the 
committee for the opportunity to be heard. 


Mr. Mriits. The calendar of witnesses has been concluded. The 
committee stands adjourned subject to the call of the Chair. 
(The following material was submitted for the record :) 


Hiram WALKER & Sons, INc., 
Detroit, Mich., July 29, 1955. 
Re H. R. 5367, the Eberharter bill 
Congressman JERE COOPER, 
Chairman, House Committee on Ways and Means, 
New House Office Building, 
Washington, D.C. 

Dear Sir: First witness at the July 26 hearing on H. R. 5367 was Richard 
V. Gilbert, vice president of Schenley Industries, Inc. His testimony represented 
that our Canadian affiliate had bought whisky in the United States and later 
exported it back to the United States. 

The accusation is entirely false and the purpose of this letter is to enter our 
denial in the record. 

The selection of the one paragraph for correction should not be interpreted, 
please, as approval of the remainder of the Gilbert testimony, much of which 
was equally false but less defamatory. 

Sincerely, 
CARLETON HEALY, Vice President. 
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T. W. SAMvUELS DISTILLERY, 
Deatsville, Ky., July 27, 1955. 
Hon. JERE Cooper, 
Chairman, House Ways and Means Committee, 
House of Representatives Office Building, 
Washington, D. C. 

DEAR CONGRESSMAN Cooper: This communication is being directed to you in my 
capacity as president of the T. W. Samuels and Old Jordan Distilleries. I was 
present at the hearing your committee afforded the distilled spirits industry in 
Washington on yesterday, July 26, 1955, and I know that I am expressing the 
sentiments of every segment of the industry when I impart to you our gratitude 
for the very patient consideration granted in these closing and busy hours of 
your congressional session. 

In the spring of 1953, when a bill to extend the out-of-bond provisions of the 
internal-revenue laws relating to the warehousing of distilled spirits was before 
the House Ways and Means Committee of the 88d Congress, I addressed a com- 
munication, at length, to your committee, which was embodied in the published 
reports of the hearings of that committee. In the spring of 1953, our little 
organization found that we were in dire need of the relief which would flow 
from an extension of the bonding period. 

At the outset, I want to make our position entirely clear. In the interim, that 
is, during the past 2 years, we have suffered most serious losses, in that we were 
compelled to dispose of approximately 650,000 gallons of Kentucky-distilled 
spirits of the highest quality, at distressed prices. This particular lot of goods, 
if we had not sold it at these seriously depressed prices, would have meant that 
our little distillery would have had a mortgage liability to our Government in 
excess of approximately $6 million. We had no immediate market at the con- 
sumer level for this merchandise, and we could not afford to pay the tax, or 
have this tax assessed against our distillery with resulting penalties and interest. 
It was only because of the fruits of many years of industrious activity that our 
little company was enabled to retain its solvency and continue in business after 
this serious “bleaching.” 

Notwithstanding the losses suffered as a result of our hardships, directly at- 
tributable to the then existing out-of-bond requirements, our troubles are princi- 
pally behind us at the moment. We direct this communication to you, therefore, 
without bias, and in the spirit and belief that an elimination of the out-of-bond 
requirements will be most beneficial to the industry in which we are hopeful 
that we might continue and prosper. 

We know that the members of your committee are mindful of the fact that 
a distillery is not only responsible to its Government for the $10.50 per gallon 
excise tax on whiskies owned by the distillery, but that the present law imposes 
upon that distillery a like per gallon tax liability on every barrel of distilled 
~pirits stored in its bonded warehouses, regardless of the ownership. In order 
to overcome our dilemma during the past several years, it was incumbent upon 
us to notify the holders of warehouse receipts evidencing distilled spirits stored 
in our bonded warehouses that the same had to be transferred immediately or 
the taxes paid. Such action on our part has resulted in developing ill will and 
it will take us some time before we can reestablish our proper customer relation- 
ship. 

It so happens that my interest in support of the elimination of the out-of-bond 
1equirement continues, and because of that interest, as indicated above, I was 
present at your hearing, and the thoughts that I express to you now would have 
been voiced in person if it were not for a throat infection. 

Historically, the principal sales of distilled spirits, so far as age is concerned, 
have been, to a very high percentage, confined to products bearing a 4- or 5-year- 
age claim. The argument presented by those who would oppose this needed 
relief, that the elimination of the bonding period would grant certain com- 
petitive advantages to some distillers, is advanced, we earnestly believe, for 
purposes of confusion only. We are most grateful that as of this writing we 
have no very old merchandise. We know that the American market wants, 
principally, 4-, 5-, and 6-year-old merchandise. Admittedly, even today, only 
a very small percentage of distilled spirits sold under an 8-year-age claim is 
sold by those producers who market 8-year-old goods. It has never been an 
important element in the marketing of distilled spirits, and those who would 
hold their goods for 10, 12, or 14 years will not have any serious competitive 
effect upon this industry or the orderly marketing of goods. If we do not have 
to be disturbed today about the fellow who sells 8-year-old goods, certainly there 
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is no reason that we will be detrimentally affected by one who might sell 10- or 
12-year-old goods. 

I feel, therefore, it is incumbent upon me, and our company, which is 
privately owned and has been a source of fine bourbon distilled in Nelson County, 
Ky., since 1829, to bring these thoughts before your committee in support of the 
position that there is no logical reason for any limited bonding period. 

Through the press we are informed that the chief executive of one of the 
Nation’s 4 greatest distillers has invited another individual who occupies a like 
position with one of the other giants of our industry, to a private meeting to 
consider between them possible avenues of reconciling the respective policies 
of those 2 companies as applied to the subject problem. A meeting of this char- 
acter, term it a meeting on the summit if you will, as we visualize it, could 
inure to great benefit to our industry and particularly to the smaller distiller. 
Would that such a meeting could be had and that it would serve the purpose of 
either reconciling the present divergence of opinion, or in the alternative, clarify 
what we believe today are realms of confusion. 

Whatever the big people in our industry do for the good of the industry, we 
know will inure to the benefit of the little fellows, but we would prefer to 
rest our hopes, and place our future in the hands of our Representatives in Con- 
gress, where the current issues should be promptly and judiciously resolved. 

I would suggest that if there be a question in the minds of the members of 
your committee today as to the need for the elimination of the bonding period, 
that there are many within the industry who have no ax to grind, nor any 
selfish purpose to serve, who would willingly, upon call, respond to any sum- 
mons of your committee and voluntarily and honestly clarify the smog which 
has, unfortunately, engulfed the issues. I assure you that I personally would 
deem it a privilege to respond to any such call. 

Just like in any other industry, throughout the year, I will meet, casually or 
by design, with friends in the industry, and through discussions had in these 
meetings, one becomes apprised of the most serious difficulties that have be- 
fallen many of our competitors, and particularly the smaller independent dis- 
tillers. I repeat to you that we have no immediate problem, but that does not 
mean that there are not a great number of our friends in the industry (notwith- 
standing the fact they are competitiors) who do suffer from the antiquated law 
as it exists today. In presenting their cause, in all frankness, we know we are 
presenting our own. When we want to plan for the future and make some 
whisky today, we could do it more intelligently if the law were such that there 
was no definite date of reckoning so far as the payment of the excise tax was 
concerned. Our Government is entitied to a fair and reasonable tax, and that, 
of course, is always paid by our legitimate industry. To require, however, the 
distiller to pay the tax at a time when he has no market for his product is a 
burden that seriously handicaps and stunts the growth of the little fellow. We 
could grow; we could become stronger; we could afford more employment to 
more people; we could buy more grains; we could carry bigger inventories, but 
because of existing out-of-bond limitations, and because of the “bleaching” we 
have just undergone, and which we so fortunately overcame, we are precluded 
from contemplating any expansion and future growth. 

Could it be that the limitation of the bonding period also serves to limit the 
growth of the small distiller? 

It is with my deep respect and with the hope that this communication may be 
embodied within the published records of your committee, that I am ; 

Respectfully yours, 


SAMUEL L. WESTERMAN, President. 


Tuomas F. H. Leypen, 
New York, N. Y., July 27, 1955. 
Hon. JERE Cooper, 

House Office Building, 

Washington, D. C. 


Dear Mr. Cooper: I am writing to urge you, both as chairman of the House 
Ways and Means Committee and as a Member of the Congress, to give your 
strongest support to the Eberharter bill, H. R. 5367, modifying existing laws 
relating to taxation of bonded distilled spirits. 


y In my opinion, the existing laws requiring that distilled spirits, deposited 
in an Internal Revenue bonded warehouse, be withdrawn from bond and tax- 
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paid within 8 years from the date of original entry for deposit in bond arbitrarily 
imposes an inequitable burden on the distilled spirits industry and places this 
industry in a disadvantageous position when faced with competition from 
foreign countries where such requirements do not exist. 

The Eberharter bill, as I understand it, would relieve the distilled spirits in- 
dustry of their present obligation—unique in American industry—of paying ex- 
cise taxes on their products on an arbitrarily fixed date even though, on that 
date, no market for their products exists. This bill would seem merely to place 
the distilled spirits industry on the same footing as other industries whose 
products are subject to excise taxes—the taxes would be payable when, and only 
when, the products are placed in commerce. 

Again, I urge you strongly to support this important and highly desirable 
piece of legislation. 

Respectfully yours, 
Tuomas F. H, Leypen. 


(The committee has also received other communications with re- 
spect to this legislation which is being retained in the committee 
files. ) 

(Whereupon, at 11:55 a. m., the hearing was closed.) 


x 








